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No. DTAEC-59/Ch./2222 

From 

f Shri Mahavir Tyagi, M.P. 

■ Chairman, Direct Taxes Administration 

Enquiry Committee, New Delhi. 

To 

Shri Morarji Desai, 

Finance Minister, 

New Delhi. 

Dear Sir, 

I hrove great pleasure in forwarding lierewith the Report of the Direct 
Taxes Administration Enquiry Committee appointed bv the Government 
of India under its resolution No. 4(59)-58. TPL dated 3rd June, 1958. 

2. It will be seen that one of the members, Shri G. P. Kapadia, has 
submitted a note of dissent. On going tiirougii it, the Committee rioted 
that in several places, references had been made to evidence, documents 
or irilurmation whieli were obtained by the Commiitee alter giving an 
assurance that they would be treated as confidential and would not be 
published. The Commitiee considered that the publication of such 
rm-ilerial would be a bi'each of faith and it, therefore, decided that such 
references should be expunged from the note of dissent. The portions so 
expunged Ironi the note of dissent have been indicated by asterisks. 

3. Shri Kapadia has appended to his note of dissent a pamphlet on the 
taxation of income on joint stock companies published by the Indian 
Merchants Chamber, Bombay and aiso a printed letter from the same 
Chamber. The Committee was of the view that as these were printed 
documents, they should not be allowed to form part of the Report. 

4. Since the note of dissent was likely to create a wrong impression 
about the main Report, the other members of the Commitiee wanted to 
add a rejoinder on several points, but on my advice they dropp 'd the 

.proposal. I, however, fee! that 1 must draw your attention to the follow- 
ing important point raised by them. 

5. Shri Kapadia’s interpretation of the terms of reference and conse- 
quently his approach to the enquiry, were different from those of all the 
other members of the Committee. In his note of dissent, he has discussed 
such topics as the abolition of the Expenditure-tax, the raising of the 
minimum taxable limit, rates and incidence of taxation and has made 
recomniendations thereon. As explained in para. 5 of the Introduction to 
the mam Report, all the other members of the Committee were of the 
view that such questions were clearly outside the terms of reference. In 
this connection, I would invite a reference to your letter No 1447-FM/58 
dated 19th October 1958. 

Yours faithfully, 
Sd/- Mahavir Tyagi. 
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INTRODUCTION 


This Committee was appointed by the Government of India in 
pursuance of Resolution No. 4(59)/58-TPL dated the 
Appointment and terms 3rd June, 1958, the main part of which reads as 
of reference Under * 

“The Government of India have had under consideration for some 
time the question of having an efficient system of direct 
taxation which will be sufficiently broadbased and will also 
be determined according to the capacity to pay. With a 
view to achieving this end, necessary legislation has been 
undertaken recently to impose taxes on wealth, expenditure 
and gifts and the exemption limit for payment of income-tax 
has also been reduced. The integration of the tax structure 
has thus been completed so far as legislation is concerned. 

2. The entire work in connection with the assessment and collection 
of these taxes has fallen on the Income-tax Department. This 
Department was organised for the assessment and collection 
, of income-tax only. In recent years, it has been expanded 

to take on the new burdens but it is necessary to ensure that 
the administrative organisation and procedure are such as 
would secure the basic objectives of the present taxation 
policy. It is equally important that the administrative 
machinery should be effective in checking evasion of taxes 
and function without giving any scope for public complaint.’^ 

2. The Committee consist of: — 

Chairman 

Sbri Mahavir Tyagi, M.P. 

Members 

" Shri Rajendra Pratap Sinha, M.P. 

Shri B. M. Gupte, formerly a Member of Parliament. 

Shri G. P. Kapadia, formerly President, Indian Merchants’ Chamber, 
Bombay. 

Shri K. S. Sundara Raj an, Member, Central Board of Revenue. 

Secretary 

Shri F. H. Vallibhoy, Commissioner of Income-tax. 

3. The terms of reference to the Committee were: — 

“To advise Government on the administrative organisation and 
procedures necessary for implementing the integrated scheme 
> of direct taxation with due regard to the need for eliminating 

tax evasion and avoiding inconvenience to the assessees”. 

4. Even in the initial stages of our enquiry, we felt that it would be 
necessary to suggest modifications in the substantive provisions of the 
various direct taxes Acts for securing the objectives set before us. On 
a specific reference made by us, the Government clarified that the terms 

410 C.B.R. 



of reference permitted the Committee to suggest changes in the substantive 
provisions of the statutes so far as they related to the administration, 
organisation and machinery necessary for implementing the scheme of 
direct taxes. Copies of the letters exchanged between the Chairman and 
the Finance Minister, in this connection, are given as Appendix I to this 
Report. 

5. During the course of our enquiry, representations were made to us 
by many with regard to matters like the optimum rate of tax that could 
be levied and other questions relating to the incidence of taxation, raising 
of the exemption limit for income-tax, the rationale of a tax on expendi- 
ture, scope for integrating gift-tax with estate duty and the bringing into 
the tax orbit of the Central Government, income from agriculture. We 
have refrained from giving our opinion on them because they are all 
matters which have a bearing on the general taxation policy of the 
Gcvernment and as such fall clearly outside our terms of reference. 'We 
have, therefore, confined our attention, in the main, to the organisational 
and procedural matters and wherever we have suggested changes in the 
substantive provisions, they represent modifications which, in our opinion, 
have a direct bearing on the question of elimination of tax evasion or 
avoiding inconvenience to taxpayers. 


6. Under the Resolution of appointment we v/ere required to submit 
our Report liefore 31st March, 1959. However, we 
Duration of the have had to approach the Government for extension 
enquiry time. We had originally fixed Slst of October, 

1958 as the date by which replies to the questionnaire should be submitted 
but, in view of the numerous requests persistently made for extension 
of the date, it became necessary to wait for a further period of time to 
get all the replies. Some time had al^o to be spent on the recording of 
evidence. Thus, the first ten months had been utilised wholly for the 
collection of memoranda and the written and oral evidence. As the pace 
of enquiry progressed, it became apparent that the sifting of the evidence 
collected, the detailed discus.sion and formulation of decisions on the 
various controversial problems and the drafting of the Report would take 
more time than anticipated and we had, therefore, to request for extension 
of time. We are grateful to the Government for agreeing to extend time 
upto 30th November, 1959. 


7. There had been a number of important enquiries with regard to 

the income-tax administration in India, previously. 

Background of Qf the previous enquiries mention may be made, in 
enquiry particular, of those conducted by: — 

(1) the Income-tax Enquiry Committee (1936), 

‘(2) the Income-tax Investigation Commission (1948), and 
(3) the Taxation Enquiry Commission (1954). 

Their reports were of considerable advantage to us. 

8. The need for the present enquiry has been succinctly explained in 
the Resolution of appointment itself. We were assigned the task of 
suggesting the administrative organisation and procedures necessary for 
the achievement of the twin objectives of elimination of tax evasion and 
avoidance of inconvenience to assessees. At first sight, these two 
objectives might appear to be directly opposed to each other inasmuch 
as no effective checking of tax evasion is possible without making detailed 
enquiries some of which at least are bound to cause inconvenience to the 


assessees. But the success of any tax administration ultimately depends 
on the degree to which it is able to achieve both the objectives. The 
manner in which a tax administration secures the legitimate dues of the 
State by eliminating evasion on the one hand and avoiding harassment 
to assessees on the other determines its true quality and efficiency. 

9. At the beginning of our enquiry, we felt that it would be useful to 

elicit the viev/s and suggestions from the public with 
Proceti-.irc of cnquirj' regard to particular problems which they wanted us 

to consider in detail provided they were relevant for 
the purposes of our enquiry and fell within our terms of reference. With 
this end in view, we issued a press note on 18th June, 1958 inviting a 
general statement of views from individuals and organisations on the 
various matters. The memoranda submitted in response to the 
questionnaire, helped us greatly by highlighting the various problems 
arising in the administration of the direct taxes. Altogether, 380 persons 
responded to our press note and their names appear in Appendix II to this 
Report. Our questionnaire was published on 30th August, 1958. It was 
divided into 9 parts viz-, administration, asses.sments, refunds, appeals, 
collection and recovery of taxes, tax evasion, public relations, integrated 
tax structure and general and contained 112 questions. Copies of the 
questionnaire were sent to a large number of individuals, both official 
and non-official and Members of Parliament, trade organisations, other 
associations, universities and public libraries. They were sent to pensons 
both in India and abroad. A supplementary questionnaire consisting of 
32 questions on specific issues was also issued to the Central Board of 
Revenue, officers of the Department and staff associations. Altogether, 
9,931 copies of the questionnaire and 1,282 copies of the supplementary 
questionnaire were issued. In all, 535 individuals and organisations sent 
replies to the questionnaire. Besides, we also received informative notes 
on particular points, relating to the problems covered by our enquiry, from 
individuals as well as organisations. Copies of the que-stionnaire, the 
supplementary questionnaire as' well as the list of persons from whom 
replies and notes were received appear as Appendices III and IV to the 
Report. We also addressed an additional que.stionnaire to the Central 
Board of Revenue contain: ng 45 questions for eliciting detailed statistical 
information on particular points and the inform.ation so gathered has 
been utilised in the various chapters of our Report. 

10. We held meetings from time to time, in all for 105 days, including 
36 days spent in the recording of oral evidence between December 1958 
and April 1959. We visited a number of places for the recording of evi- 
dence. In the course of such visits, we met representatives of the State 
Governments including Chief Ministers. Finance and Revenue Ministers 
and their senior officers as well as the representatives of all the leading 
Chambers of Commerce, trade and other associations. We also met a 
number of persons with special knowledge and experience of taxation 
including Members of Parliament, leading Advocates and Chartered 
Accountants, eminent Economists, senior officers of the Central Govern- 
meiit including many from the Department. The tour was also 
utilised^ for holding informal discussions with Chambers of Commerce 
and other organisations as well as the officers of the Department, studying 
the actual working of income-tax offices and visiting the 'centres of 
training for the Central Government officers. The list of persons who 
gave oral evidence appears as Appendix V to this Report. 

11. While on a private visit to U. K., Shri R. P. Sinha, one of our 
members, had discussions with the senior officials of the Board of Inland 


Revenue on the methods, procedures and problems relating to the 
administration of direct taxes in that country. The information obtained 
by him has been very useful to us for the purposes of this Report. 

12. Our Report is divided into 9 Chapters. In the first chapter, we 

have discussed in brief the evolution of the integrated 
Plan of the Repon structure of direct taxation and made general observa- 
tions on certain matters which attracted our attention. 
We have divided our discussion on problems relating to assessments into 
two parts. In Chapter 2 which constitutes the first part, we have dealt 
mainly with procedural matters. In the second part, which appears as 
Chapter 3, we have dealt in detail with specific problems like taxation of 
income, or wealth accruing abroad which cannot be remitted into the 
country, depreciation allowances and development rebates, allowance of 
bad debts, levy of tax on the undistributed profits of companies, registra- 
tion of firms, re-opening of assessments, taxation of non-resident on the 
basis of business connection and the problems in valuation of assets 
arising under the different direct taxes Acts. In Chapter 4, we have dealt 
with appeals and revisions. We have examined the suggestions made to 
us with regard to the personnel, methods and procedures of work, appeal 
rights as well as certain specific problems and given our recommendations 
with regard to each of them. In Chapter 5 which deals with collection 
and recovery of tax, we have commented on the arrear position and also 
made suggestions for the improvement on the present system of effecting 
collection and recovery both through changes in law and otherwise. In 
Chapter 6, we have dealt with refunds. Though, generally speaking, all 
our recommendations have been made bearing in mind the need for 
eliminating tax evasion and minimising inconvenience to the assessees, 
we have devoted one chapter — Chapter 7 — exclusively for a discussion of 
special measures necessary for checking tax evasion and avoidance. In 
Chapter 8, we have critically examined the present administrative set 
up and made recommendations for improving it in many respects. In 
Chapter 9, which is the last chapter, we have dealt with the problem 
of public relations. 

13. We desire to record our deep sense of appreciation and gratitude 
to all the individuals. Associations, Chambers of Commerce and other 

Acknowledgments Organisations who have rendered us valuable 
assistance by tendering written and oral evidence as 
well as providing opportunities for our meeting them for informal dis- 
cussions. Our special thanks are due to the Members of the Lok Sabha 
and the Rajya Sabha who found it convenient to attend before us and 
give their views on many an intricate problem. To the State Govern- 
ments and their officials, we wish to express our gratitude for the help 
rendered in many ways, including arrangements for our stay. We are 
grateful to the Central Board of Revenue for the facilities afforded to us 
and the information furnished from time to time. We are indebted to 
Prof. Nicholas Kaldor who, while on his way to Ceylon, found it possible 
to break his journey to meet us and to give us the benefit of his knowledge. 
We express our sincere thanks to the Board of Inland Revenue and, in 
particular, to Mr. Ernest Roy Brookes, for the assistance given to Shri R. P. 
Sinha during the course of his visit to U.K. To the Commissioners of 
Income-tax, the officers and the staff of the Income-tax Department, we 
are thankful for their full co-operation and the assistance rendered to us. 

14. We are deeply indebted to the Secretary, Officers and Staff of the 
Committee for the competent and enthusiastic manner in which they 


(v) 

discharged their respective duties. Our Secretary, Shri F. H. Vallibhoy, 
rendered us invaluable assistance at all stages of the enquiry by bringing 
to bear on the work not merely his wide knowledge and experience of 
direct taxes administration, law and procedures, but also by a high degree 
of administrative and organising efficiency. In particular, the systematic 
arrangements made for the recording of evidence and minutes, the pre- 
paration and circulation of notes and other papers left nothing to be 
desired. The Officers on Special Duty, Sarvashri R. S. Mani, D. N. 
Chaudhri, L. R. Jain and C. Balakrishnan were of great help to us in 
elucidating the numerous problems that arose from time to time during 
the course of our enquiry. We are grateful to them and to the staff for 
their untiring zeal and the extremely arduous labours put in. 
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CHAPTER 1 
GENERAL 

Tha system of direct taxation Is not new to India. There are references 
both in Manusmriti and Arthasasira to various taxes. Thus, the State’s 
share of the income from the land was fixed in normal 
Evolution of the inte- times between l/12th and l/6th depending upon the 
grated tax structure quality of the soil and the amount of labour expended 
on cultivation. In Kautilya’s Arthasastra, mention is 
made of a large number of sources of revenue like profits from crown 
lands (Sita), portion of profits payable to the government (Bhaga), 
religious taxes (Bali), taxes paid in money (Kara), road cess etc. (Vartani), 
capital (Mula), premia (Vyaji), and fixed fines (Atyaya). Reading 
tlirough his exhaustive and penetrative discussions on how a King should 
avoid keeping his subjects waiting unnecessarily for audience, or the forty 
ways in which the revenue of the State was capable of being embezzled, or 
the manner in which the State could encourage informers through 
rewards ensuring, at the same time, avoidance of the growth of 
unscrupulous black-mailers, or the grant of remissions of tax on emergent 
occasions, or the way in which the validity of accounts and the truth 
regarding income, wealth or expenditure of the citizens should be ascer- 
tained by agents who would go around and make discreet enquiries, a 
modern reader can easily persuade himself to believe that the discussion 
is of the present day problems. 

1.2. Before the advent of the British rule, apart from land revenue, 
there were different types of direct taxes in the different regions of India. 
But it was land revenue which dominated the scene. The British conti- 
nued most of these levies for sometime but gave them up progressively. 
For a period, with the exception of land revenue, there were no other 
direct taxes in the country. 

1.3. Income-tax was introduced for the first time in 1860, but it was only 
in 1386 that it became a permanent feature of the Indian tax system. The 
Act of 1886 continued until 1918 with a number of amendments, the 
important changes effected during the period being the introduction of 
the principle of graduation in income-tax in 1916 and of Super Tax in 191V. 
Ill 1918, a new Income-tax Act was passed repealing all previous Acts. 
I'liis Act remained in force upto 1922 when owing to the reforms brought 
about by the Government of India Act, 1919, which made income-tax 
a Central subject, a new Act (Act XI of 1922) was passed. This Act has 
continued to be basis of the Indian Income-tax system down to the 
present day though it has been amended considerably since 1922— notablv 
by the Amendment Act of 1939. With the transfer of land revenue to 
the Provinces, income-tax was the only direct tax levied by the Central 
Government continuously until 1953 when estate duty was introduced 
With the^enactment of the Wealth-tax and Expenditure- tax Acts in 1957 
and the Gift-tax Act in 1958, the pre.sent integrated structure of direct 
taxation came into being. 

^t present, the direct taxes levied by the Central Government 
, are all administered under separate statutes. Though 

Integrated Tax Code the Acts differ fundamentally from each other as 
regards the base of tax, the rates of levy etc., a good 
deal of uniformity in the procedures relating to matters like assessments, 
appeals and collections already exists. It was suggested to us that it 
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would add considerably to the convenience of both the Administration 
and the taxpaying public, if these statutes are administered under one 
common code. However, we feel that until such time as the Department 
and the taxpaying public gain sufficient experience of the working of the 
existing statutes, the present position may be allowed to continue, 

1.5. It was suggested to us that in the place of the present system of 

having different returns in which assessees are 
i Comprehensive return required to declare their income, wealth, expenditure 
and gift for tax purposes there should be one com- 
prehensive return. In our opinion, it is not worthwhile to introduce a 
. system of assessment on the basis of such a comprehensive return because 
the liability under the different Acts does not arise in all cases. Even 
with regard to cases of assessees who are liable to more than one tax no 
additional benefit might accrue merely from the introduction of a com- 
prehensive return. We feel that the purpose would be served if the 
assessments of persons liable under the different direct taxes Acts are, as 
far as possible, completed simultaneously. Such a procedure would add 
to the convenience of the taxpaying public. At the same time, it would 
help the Department in utilising the self-checking character of the 
information available in the various returns and statements. 

1.6. It was also pointed out that difficulties had been experienced under 

^ . the existing system because of the different designa- 

lOesignations tions given to the assessing authorities. At present, 

the direct taxes levied by the Central Government are all administered 
by the Income-tax Department. The Income-tax Officer, who is the 
assessing officer under all the direct taxes Acts, has to sign his orders as 
Wealth-tax Officer, Expenditure-tax Officer or Gift-tax Officer, as the case 
may be. Similarly, the Inspecting Assistant Commissioner of Income-tax 
or the Appellate Assistant Commissioner of Income-tax or the Com- 
missioner of Income-tax, while passing statutory orders under the other 
direct taxes Acts, has to sign them as Inspecting Assistant Commissioner 
of Wealth-tax, Inspecting Assistant Commissioner of Expenditure-tax, 
Inspecting Assistant Commissioner of Gift-tax, or Appellate Assistant 
Commissioner of Wealth-tax, Appellate Assistant Commissioner of 
Expenditure-tax, Appellate Assistant Commissioner of Gift-tax, or Com- 
missioner of Wealth-tax, Commissioner of Expenditure-tax, Commissioner 
of Gift-tax, as the case may be. All these cause a good deal of confusion 
in the minds of the public. We feel that the adoption of a common 
designation for the authorities administering the Acts will help to avoid 
this difficulty. We, therefore, suggest that the designation of the assessing 
officers under all the direct taxes Acts may he changed to 'Direct Taxes 
Officers^ and the designation of the other authorities to Appellate Assistant 
Commissioner of Direct Taxes, Inspecting Assistant Commissioner of 
Direct Taxes, Commissioner of Direct Taxes and Direct Taxes Appellate 
Tribunal. It is also necessary to change the designation of the Income-tax 
Department into the 'Direct Taxes Departmenf, 

1.7. At this stage, we consider it necessary to make a few general 
observations on certain features of the Administration which came to our 
notice in the course of our enquiry. 

1.8. A feature which attracted our attention was that changes were 

being effected in the tax laws rather too frequently. 
Changes in law In recent years, there have been numerous changes in 
the tax base, the rates of tax as well as methods^ of 
assessment. These changes are effected either with a view to varying 
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the incidence of taxation or to rectify lacunae in the tax laws. Yet we 
consider that if such frequent changes were not effected in the tax laws, 
it would add to the efficiency of the Administration. As the officers have 
to spend considerable time in keeping themselves upto-date with the 
changes in the law, it interferes with their normal duties. When the law 
is modified too frequently, the officers also find it difficult to remember 
which specific provision was applicable for a particular year. Therefore, 
frequent changes in the statutes should be avoided. 

1.9. Another suggestion we have to make in this context is with regard 
^0 the present method of effecting changes in the tax laws through the 
Finance Acts. We are of opinion that all the substantial changes in the 
law should be effected, as far as possible, through specific amending Acts 
which would provide opportunities for detailed consideration by the 
Parliament. 


1.10. A suggestion which was made to us by almost all the witnesses 
was with regard to the need for simplification of the 
S’mphfication ot taxing statutes. This is a demand which had been 
statutes pressed before every committee, not only in India but 

also abroad. The task is in no way an easy one as it is not possible to 
-draft statutes in a simple language and comprehensive enough to cover 
the vast multitude of economic pursuits of the tax payers. B.ut there is 
■no doubt that if changes in statutes are reduced to the barest minimum 
and the provisions are arranged more logically and expressed in clearer 
language, much of the existing ambiguity would disappear. We find that 
the Law Commission has prepared a redraft of the Income-tax Act, largely 
fulfilling these requirements. ' 
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1.11. During the course of our enquiries we gained the feeling that 
though the taxpayers were aware of the problem of tax 
Attitude O ■ e evasion and avoidance in a general way, their attitude 
towards it was one bordering on indifference. A 
■great deal of effort, therefore, seems to be required on the part of the 
public men and leaders of society to arouse public conscience in this 
respect and bring about a healthy outlook and create a proper climate of 
opinion. We have discussed this aspect of the problem in detail in the 
■Chapter on Evasion and Avoidance. Much depends also upon the main- 
tenance of good public relations by the Administration and we have 
stressed its importance throughout our Report. 


1.12. The extent of mutual distrust which seems to exist between the 
Administration and the taxpayers has caused us great 
Mutual distrust concern. We consider that unless the assessees’ faith 

in the efficiency, impartiality and sense of justice of 
the ' administration is restored, no amount of legislation by itself would 
irnprove the present state of affairs. The Department should, at all times, 
display an intelligent and sympathetic concern with the problems of the 
assessees. This requires that the assessees’ imderstanding of particular 
tax measures should be improved, the inconvenience caused to them 
minimised and their complaints enquired into more promptly and 
sympathetically than at present. While the taxpayers have their 
responsibilities in this regard, the manner in which they are discharged 
depends, to a great extent, on the treatment which assessees receive at 
the hands of the authorities. 
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1 13 Another aspect to which we desire to draw particular attention 

is the need fofaSrger degree of 

governmental agencies at the Centre and the State. 
Co-oreration between The Income-tax Department of the Central Govern- 
the Central & State j^ent and the Sales Tax Departments of the btate 
Governments Governments, for example, can be of great lielp to 

each other through a systematic exchange of informa- 
tion relevant to the assessments by either authonties. 
with this aspect in greater detail in the Chapter on Evasion and A\ oidan . 

1 14 In addition to serving the primary purpose of providing sufficient 
■ revenues to the State, taxes have come to be reco^ised 

Conclusion instrument through which the social and 

1 • 4 .- ^ 4 : o State could be achieved. They are 

SUIor^din* 

influenced by the results flowing from the Plans. The improvements in 
ihp pconomv of the country will be reflected increasingly, in the coming 
vlvf TTZ total a^iount^of income and the value of assets that would 
rnmp UD for tSatiOT. There will also be a substantial increase m the 
total number of taxpayers. In such circumstances, it is essential that 
prone? measures should be taken, well in advance, to enable the State 
Fpnirp its due amount of taxes. The administration of taxes has to be 
so geaZd lhat the State is Ible to collect the taxes wS 

any undue inconvenience to the assessees. Our rewmmendatmns w^^^^ 
follow in the subsequent chapters are aimed at achieving these enas. 



CHAPTER 2 
ASSESSMENTS— I 
PROCEDURES 
INTRODUCTORY 

2.1. Assessment represents the first stage in the administration of a 
taxing statute when the taxpayers come into direct contact with the 
Department. The term 'assessment’ refers to the computation of income, 
wealth, expenditure, gift or estate for tax purposes as well as the determi- 
nation of the amount of tax payable. For the success of the Administra- 
tion, it is essential that the assessments made are just and fair and that 
they are completed without avoidable delay. Any laxity, in either the 
standards of fairness or the speed with which the assessments are com- 
pleted, could lead to difficulties for both the assessees and the Department. 
Not only do timely and just assessments contribute to good publx re- 
lations, but they also enable prompt collection of the taxes levied and 
minimise the chances of evasion. We examine, in this Chapter, the 
various modifications that are necessary in the procedures of assessments 
to secure both these objectives. 

TOTAL QUANTUM AND ARREARS OF ASSESSMENTS 

2.2. From the statistics furnished to us by the Central Board of Revenue, 
we find that a large number of arrear assessments are carried over from 
year to year. It is these arrear assessments which are responsible for the 
growing arrears of taxes and the consequent criticism of the Department. 
We analyse in the following paragraphs the total quantum of assessment 
work under the various direct taxes Acts, with special reference to arrear 
cases. 

2.3. The figures of income-tax assessments for disposal and those com- 
pleted during each of the last five years are given in table I. 

Table — l Progress of disposal of Income-tax assessments. 


No. of assess- No. of assessments completed No. of ass- 


Financial year 

I 

ments for - 
disposal 

2 

Out of 
current 

3 

Out of 
arrears 

4 

Total 

5 

essments 
pending at 
the end of 
the year 

6 

1954-55 

i 5 > 52 ) 93 i 

6,04,241 

3539.212 

9,43453 

(6o-7%'i 

6,09,478 

1955-56 

14,52,960 

4.81,194 

4 . 09,934 

8,91,128 

(63*2%) 

5.39.832' 

1956-57 

13,98,954 

5,27,108 

3.96,157 

9.23,265 

(65-2%) 

4,75.689 

1957-58 

I 4 ; 43>997 

5.83,590 

4,19,161 

10,02,7s I 
(69-4%) 

4,41,246 

1958-59 

15,87,228 

7,04,775 

4,26,581 

11,31,356 

( 71 - 2 %) 

4.55.872 


[Figures shown in brackets in Col. 5 represent percentage of cases disposed of to total number 
of assessments for disposal.] 

It would be observed from the above table that the number of assessments 
completed during any of these years, expressed as a percentage of the 
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total number of assessments for disposal, has been continuously on the 
increase and, in consequence there has been a gradual reduction in the 
number of arrear assessments carried over from one year to another 
except during 1958-59 when there is a slight increase. Still the number 
of arrear assessments is very large and it represents about six months’ 
work-load at the present rate of disposal. It would also be noticed that 
the number of assessments for disposal has shown a tendency towards 
increase specially marked since 1957-58. This is presumably because of 
lowering of the minimum taxable limit and increased surveys — internal 
as well as external. This increase is likely to continue in the future as 
well. Even though the number of assessments disposed of during 1958-59 
was the maximum during this entire period, there is also an increase in 
the number of assessments pending disposal at the end of that year, as 
compared to the immediately preceding one. Unless immediate steps are 
taken for a more substantial improvement in the rate of disposal, the 
number of assessments remaining pending at the end of any year would 
tend to increase. 


2.4. A further analysis of the assessments disposed of during the year 
and those remaining pending at the end of the year according to the 
categories of cases, has been made for the last five years. The relevant 
analysis is shown in Table 2. 


Table 2. Analysis of disposed of and pending assessments according to categories of income. 


Cases 

Cases 

Cases 

Cases 

Cases 

with 

with 

with 

with 

not 

busi- 

busi- 

busi- 

busi- 

covered 

ness 

ness 

ness 

ness 

by the 

income 

income 

income 

income 

other 

exceed- 

above 

above 

upto Rs. 

categor- 

ing Rs. 

Rs. 10000 

Rs. 5000 

5000 & 

ies, 

largely 

25000 

but not 

but not 

non- 

(Cate- 

exceed- 

exceed- 

business 

salary 

gory-I) 

ing Rs. 

ing Rs. 

cases 

cases 


25000 

10000 

(exclud- 

(Cate- 


(Cate- 

gory-II) 

(Catc- 

gory-III) 

ing sal- 
ary) with 

gory-V) 


income , 
above 
taxable ^ 
limit. 
(Cate- 
gory-IV) 


1954-55 

■ 

. D. 

P. 

1955-56 


. D 

P 

1956-57 

• 

. D 

P 

1957-58 

* 

. D 

P 

1958-59 

• 

. ~ 


P 


69002 

113031 

169121 

53016 

69293 

I 10472 

68692 

122268 

184430 

50872 

66647 

99603 

69073 

129292 

194398 

46382 

58641 

84259 

76864 

142928 

217219 

40100 

53275 

82229 

79948 

155421 

251115 

38553 

52832 

82574 


153673 

438626 

943453 

171278 

205419 

609478 

177654 

338084 

891128 

135399 

187311 

539832 

175331 

355171 

923265 

114892 

171515 

475689 

209606 

356134 

100275 I 

108005 

157637 

441246 

262578 

382294 

1131356 

I 14209 

' 167704 

455872 


Note : D. represents the number of cases disposed of during the year, 

P. represents the number of cases pending at the end of the year. 
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The table shows that the bulk of the disposal is accounted for by com- 
paratively lower income cases which do not yield much revenue and 
involve less difficulties and complications. It also shows that the pace 
of disposal in the Category — I cases, in which the business income content 
is in excess of Rs. 25,000, is proportionately lower, although these cases 
contribute the bulk of the revenue. This is perhaps due to the fact that 
these cases involve considerable investigational work which has to be 
carried over a period of time. We feel that so long as the modes and 
procedures for assessments of various types and categories of cases remain 
the same, the tendency to take up easier work earlier will persist. It 
would further be observed from the above table that the number of cases 
in the lower groups has lately registered a considerable increase in the 
later years due, no doubt, to the lowering of taxable limit from Rs. 4,200 
to Rs. 3,000. We are of the view that no real headway could be made in 
the clearance of arrear assessments, particularly those of higher category 
cases, unless the modes and methods of assessment are substantially 
modified. 

2.5. The position regarding estate duty cases is summed up in the 
following table. 

Table 3. — Progress of disposal in estate duty assessments. 


Financial year 

1954-55 

1955-56 

1956-57 

1957-58 

1958-59 

(a) No. of cases for disposal 

3,527 

6,822 

10,074 

11,065 

10,779 

(b) No. disposed of . • 

I >486 

3,315 

6,235 

8,185 

7,664 

(c) No. pending at the end of the year. 

2,041 

3,507 

3,839 

2,880 

3,115 


The pendency in these cases represents some five months’ workload. 
When the Estate Duty (Amendment) Act, 1958 is brought into force and 
the minimum dutiable limit of the estate is reduced from Rs. one lakh 
to Rs. 50,000, there will be a large increase in the number of small estate 
duty cases. 

2.6. The position regarding Wealth-tax assessments may be seen from 
f the following table. 

Table 4. — Progress of disposal of Wealth-tan assessments. 


Financial year 


1957-58 

1958-59 

(a) No. of cases for disposal 

. 

37,906 

56,667 

(b) No. disposed of . • • 

. 

19,190 

44,077 

(c)*No. pending at the end of the year 


18,716 

12,590 


In the first year, the disposal was low because, beside being a new tax, 
the Act itself was passed during the middle of the year. The second year 
shows an improvement. 
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Expenditure-tax Acts came into force only in 

1958-o9. The figures of disposal of assessments under these Acts in that 
:year, are given below:— mese /icxs, m mat 

Table ^.-Progress of disposal of Gift-tax and Expenditure- 

tax assessments 


(a) No. of cases for disposal 

(b) No. disposed of , 

(c) No. of pending at the end of the vear . 


Gift-tax Expendi- 
ture-tax 
(1958-59) ( I 95 8-59 i 


Considering that this was the first year of adminislralion nf + 

new taxes, the disposal of assessments has no^ been t sSfactory"" 

Ih/at “’5 of 

[o which 

la" as paSwe. in\he'^aSeTsmeirffaPitsetr’^ad‘‘ as 

cases. „o assessment should emci/pendmp ^loPiorTmaTuoPfSfT’' 

MEASURES FOR EXPEDITING DISPOSAL 

speedy completion. ‘ ^ discuss measures for securing their 

2,10. Delay m the filing of returns under the Income-tax Act is one of 

absence nn, 

of discretionary il lialLl tfZ's ‘’’''''ff,™ ‘be free use 

r1«/” ‘^iiSe - « '-S 

extensions of tl^e on one pete'xt or anothS'^t SSn^"fhTs‘pS 



would be to specify, in the Income-tax Act itself, a definite date by which 
the assessees should be required to file their returns, as is now obtaining 
under the other direct taxes Acts. The position is, however, complicated 
by the fact that the assessees follow different accounting years as ‘previous 
years’. There are more than a dozen of such accounting years in vogue 
in different parts of the country and, as assessees attach considerable 
importance and even sanctity to their respective accounting years, it is 
not possible to insist on a fommon accounting year for all assessees. 
Further, to require all assessees having different accounting years to file 
the returns by a particular date would not be equitable because the 
assessees having the financial year as their accounting year would get 
much less time than those following the Samvat year or Diwali year. 
We are aware that, in business cases , some time has necessarily to be 
allowed for the closing of the accounts, the preparation of trading and 
profit and loss accounts and balance sheets as well as for the audit of 
accounts in the case of companies. .Bat, even so, we do not see why a 
statutory date should not be fixed by which the returns should be I’equired 
to be filed. We therefore, recommend that assessees having income from 
business, profession or vocation shoukl be statutorily required to file their 
returns of income within four months after the close of accounting year 
or by 3()th June following that year whichem^r is later. For all other 
assessees the last date for the filing of returns should he 30th June, re- 
gardless of their acco\mting year. In doing so, the Department would be 
adopting a practice which is in force in several other countries including 
Canada and U.S.A. 

2.11. The time-limit that we have proposed should be sufficient in the 
vast majority of cases, though there could be some exceptional cases 
where, due to unavoidable reasons, it may not be possible for assessees 
to tile returns within the prescribed time. We, therefore, suggest that 
the discretion of assessing officers to grant, in suitable cases^ extension 
oj time for filing of returns should continue, hi cases where the 
accounting period for business, profession or vocation ends after 31st 
December, the assessing officer should he empowered to grant suitable 
extensions of time on his own upto a date not exceeding beyond a period 
of six months from the end of the accounting year. In any other case, 
extension ,should be granted by him only after obtaining the previous 
permission of the Commissioner of Income-tax and on conditions which 
might include the furnishing of adequate security for the tax due. 
Assessees should be required to apply for extension of time in a prescribed 
form, undertaking to pay, for the period of extension, interest at six per 
cent per annum of the tax that may become due on assessment. The 
levy of such an interest in all cases of extension should be compulsory and 
should be statutorily laid down. If the assessing officer feels that the 
extension of time is not justified, he may himself reject the application. 
With the prior permission of the Commissioner, he should also be able to 
curtail the period of extension, after giving notice to the assessee, if such 
curtailment is found necessary. No appeal should li- against the orders of 
the assessing officer refusing to extend the time asked for. Assessees who 
do not file the returns by the prescribed date or the extended date should 
he subjected to deterrent penalties which should vary according to the 
period of default. We believe that if the statute is amended as suggested 
by us, the dilatory tactics of assessees would be effectively checked and 
there would be an even flow of returns into the various assessment circles. 

2.12. Section 22(1) of the Income-tax Act which provides for the 
publication of a general public notice was introduced in its present form 
in 1939 when extensive changes were made in the Income-tax Act, one 
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of which placed the statutory liability for filing returns on the taxpayers 
themselves. Since it was a fundamental change, it was considered 

^very year, ?f their responsibility 
in this matter, before their returns became due. This provision has' been 
in force for over twenty years now and most of the assessees have become 
<Jhgation in this regard. We are told that the statutory 
requirement of having to issue notices annually in the elaborate manner 
prescribed, with all its attendent formalities, i^ acting « a Sag”™" 
income-tax administration and is partly responsible for the delay in 
assessment. The annual cost of publishing this notice in the various 
newspapers comes to about Rs. two lakhs. Such a notice has few parallels 
^ country, there is no provision for the 

w 1 1 ^ ^ ^ public notice in any of the other direct taxes Acts. Some 

witnesses wpe, however, of the opinion that the publication of this notice 
should continue because it had a definite psychological effect, inasmuch 
fl . the taxpayers that the assessment year had commencTd S 

aDm-eSatp7hJ'fL?°7‘^tv?® within the prescribed time. While we 
appieciatt the forte of this point, we do not feel that it is necessary for 

this puipose, that the notice should be issued in its present elaborate 
manner with the name, designation and jurisdiction of ^each Incomtta^ 
Officer in the country. Hence we recommend that the statutory provision 
for the issue of a general public notice should be deleted. Instead a simvle 
advertisement should be issued in the beginning of each assessrnent year 
reminding the public about their liability to file their returns unde? the 
various direct taxes Acts within the prescribed dates and that failure to 
do so would attract the penal provisions of the Acts. Such a notice should 
get the widest publicity through press, radio, cinema slides, etc. Suitable 
advertisement plates reminding the taxpayers of the final dates of sub- 
S'^ubHc°resort^ returns should also be displayed prominently in places 

2.13. Section 22(2) of the Income-tax Act lays down that the assessmg 
officer may, at his discretion, send to any person whose total income in 
his opinion is of such an amount as would make the person liable to’in- 
come-tax a notice requiring him to submit a return of income, within a 

the receipt of such a notice 
originally introduced in the Income-tax Act iii 
1939, Lrovernment had given an assurance in the Legislature that the 
Department would continue, as in the past, to issue notifes to all aiesseS 

these notices take considerable time and there are quite a few cases of 

who successfully avoid the service of such notices 
and thereby detay the filing of returns. We feel that service of such 
notices by the Department in terms of that assurance should be no longer 
77^ 7“ eonstinsr assessees have, by now, become familiar 
with their obligations to file the return. However, as a matter of con- 
venience to the assessees, the Department should continue to issue the 
thT?? existing assessees, before 30th of April, each year, but 

the non-receipt of a return form by an assessee should not be made as ' 
an excuse by him for not filing the return by the specified date, viz., 
30thJune, or four months from the end of the accounting year. If a per- 
Te ^ return unthin the time limits, or within extended time, 

unlelThe rnr, ^^e return 

om?er tw had applied for a return form to the assessing 

officer in time and the same had not been supplied to him. 

DrovistonYn/nfh7°7''^7T"'®"7"?’ present, any change in the 

provisions of other direct taxes Acts relating to the filing of returns. The 
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Department may, after it gets sufficient experience of the working of the 
proposed procedure for income-tax, extend it to other direct taxes. 

2.15. We were informed that one of the main reasons for delay in the 
filing of returns was that the prescribed forms were not made available 
to the assessing officers well in time for issue to the assessees. This is 
an unsatisfactory state of affairs. It is essential that returns and notices 
should be printed well in advance and sufficient copies distributed to tax 
offices before first April. For this purpose, we are making necessary sug- 
gestions in the Chapter on ‘Administration’. The return forms should be 
sent to the assessees by ordinary post under a general certificate of post- 
ing so as to reach them before the 30t/i April. To facilitate the early 
issue of return forms,- notices etc., addressograph machines should be pro- 
vided in the bigger offices and cyclostyled slips giving names and addres- 
ses of the assessees should be made available in sufficient quantities to 
smaller offices. It should be seen that the General Index Registers of the 
various tax offices contain the latest addresses of the assessees, who 
should be required to intimate to the assessing officer any change in their 
address. The changes intimated by the assessees should be acknowledg- 
ed and incorporated in the registers and record, without any delay. 

2.16. We are given to understand that a large number of returns re- 

ceived in the Income-tax Offices were incomplete 
Inc-iniactc and detec- ynd defective and these caused delay in the finalisa- 
tive returns. assessments. In.strucaons already exist to 

tlie effect that all returns should be subjected to a preliminary scrutiny 
on receipt and if a return is found to be defective, for one reason or the 
other, the defect should be pointed out to the assessee through a stand- 
ardised form. This procedure does not appear to be generally observed. 
Faihire to adhere to this procedure results, sometimes, in adjournment of 
the cases and considerable inconvenience to the assessee. We, therefore, 
suggest that the responsibility for preliminary scrutiny of the income-tax 
returns slunild be assigned specifically to the Inspector or Head Clerk, 
who should maintain a complete record of the checking done. Such a: 
scrutiny should be restricted to pointing out technical defects ivhich ha,ve 
a material bearing on the assessment. 


2.17. Another cause for the delay in assessments that was brought 

1 to our notice was that adjournments in the course 
of assessment proceedings were of frequent occurrence. We were in- 
formed that adjournments were sought by assessees, on one pretext or 
the other and, at times, merely for the purpose of delaying assessment 
and payment of tax. These requests were, sometimes, made on the day 
of hearing itself, theireby considerably upsetting the officer’s programme 
of work. On the other hand, it was represented that adjournments 
were not allowed by the officers even when the circumstances fully justifi- 
ed them. While we appreciate that proceedings might have to be 
adjourned on account of genuine difficulties of assessees, adjournments 
should not be ^iven as a matter of course but granted only where they 
are justified. An atmosphere of mutual adjustment and co-operation 
should prevail in this regard. 

2.18. It was represented to us that one of the reasons for adjournments 
was the fixation of cases without consultation with the representatives of 
the assessees. It was stated that if cases were fixed after prior consulta- 
tion with them, there would be fewer adjournments because the repre- 
sentat'ves would be enabled to adjust their programme in advance and 
410 C.B.R. 
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make themselves available. We feel that the assessing officer should have 
full discretion to fix his programme and that he should have the final san 
III the matter. Subject to this, there should be no objection to the as'-es- 

sing officers adjusting their programmes for assessment, should the ' im 
presentatvves so request. 

2. 19. While on the .subject of adjournments, we may refer to the com- 
plaint made by some witnesses regarding the late service of notices under 
Sections 2.i(2) and 22(4) ol the Income-tax Act. It was pointed out tha< 
sometimes, the notices were received as late as the evening preceding 
the day ot hearing or even after the date of hearing. This may L- due to 
service of notices or to their late issue. Adjournments in such 
cases become inevitable and the assessees are put to unnecessary incon- 
venience. We are, therefore, of the view that the assessing officer, sZuM 
give a minimum of eight days’ time from the date of .service of a notice 

tive instructions requiring the assessing officer to make a prior study of 
the records and the returns filed by the assessees before feing ud the 

S? arT Tot ilenTol'ilf ^ Z"" ^'^'^erstand that thesf insTuc- 

iions arc not often followed m actual practice. At times, the case<! are 

ablTiiTSTiffiT^^ ascertaining whether the relevant records are avail- 

Not infrlTen?iv appellate or other authorities, 

fixed fnTho iT ^ assessing officers study the records only on the day 

Soii when the asselsee actually 

TsSs iMd^uf prior study and absence of planning in posting 

. ^asts lead to slipshod work, adjournments for eliciting 'information 

TTpTT ’ assessees and other difficulties^ TheL Srtors 

aSsiLmeTj assessments considerably and also affecftlT qTaSfo? 

”'a^on generally advanced for this lack of planning and prior 
study was that the assessing officers were over-worked It was stated 
that, in addition to assessment work, the officers had to attenTto Sw 
miscelaneous duties of multifarious character. This is true to some 

greater than in the Inco7ne’’tax Department. 

the case papers would enable the offirer to acquaint himstlf ihh thT/,eT 

elaborate standardised cjuestionnaire were ‘sent fn times, 

regardless of the fact ^at most of +u assessees of a trade, 

lie idci mat most of the questions were not applicable to 
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the majority of the small and middle income assessees in that trade. In 
our opinion, preparation of standardised questionnaire for important in- 
dustries, trades and professicrns is a step in the right direction, though the 
indiscriminate issue of such standardised questionnaire to all assessees as 
a matter of course, should he avoided. Their issue should be restricted to 
big cases only where information of the type referred to in the question- 
naire would be relevant to the completion of assessments and required 
from year to year. Even in such cases the standardised questionnaire 
should be used only as a basis and not sent in toto. As ijisny points as are 
relevant to the particular case should be culled out from the standardised 
qu'cstionnarie and incorporated in the questionnaire relating to that case. 


2.23. Another important feature which came to our notice was that the 
, - ^ ^ disposal of assessments was not evenly spread 

throughout the year. The pace of disposal is marked- 
ly lower in the earlier part of the year as compared to 
the subsequent part, particularly in the last quarter. Assessments in large 
income cases appear to be made mostly towards the close of the year, as 
would ba obvious from the fact that out of a total demand of Rs. 231 crores 
raised during 1958-59, a demand of about Rs. 49 crores had been raised 
in the last month, viz,, March, 1959. One of the reasons for the delay in 
taking up such cases early is, perhaps, the late filling of returns in them. 
We have made certain suggestions earlier in this Chapter for remedying 
this situation. But a more important cause for such delays is the lack of 
a planned programme of disposals for the year. Advance planning of 
work is essential for the efficient functioning of the Department. We, 
therefore, suggest that in the begmning of the year each assessing officer 
should chalk out a plan of his work for the year. In doing so, due care 
should be taken that revenue-yielding and arrear cases are taken up 
sufficiently early in the year^ that all pending assessments in a case are 
taken up together and thut the assessments binder the various direct taxes 
Acts in a case are disposed of simultaneously. 


2.24. At present, assessing officers are assigned jurisdiction mostly on 
Assignment of cases territorial basis and they have, therefore, to handle 
all types of cases falling m the respective areas. 
Though, from the point of view of convenience to the assessee, this 
arrangement is satisfactory, it results in uneven attention to different 
cases imbalance in investigation and consequent delay in assessm.ents. 
For expeditious disposal and proper assessments, we fee] that it is 
essential that the cases are classified into different groups on (he basis of 
their revenue potential, source of income, investigational work, etc. The 
Department has been taking various steps in this direction from time to 
time. Functional Circles have been created in some Commissioners’ 
charges, to which the cases are assigned on the basis of similarity of 
business, profession or vocation, tnz., textile mills, oil companies, jute 
mills, sugar factories, shipping companies, banks, insurance companies, 
speculation cases, doctors, lawyers, contractors, film artists etc. Such 
Circles have the advantage of specialisation and make for quicker disposal 
and better investigations. We suggest that this system should be extend- 
ed and that, wherever there are swfficfient number of cases available, 
functional circles should be organised. We find that groups of connect- 
ed cases and cases involving detailed investigations and where substan- 
tial evasion is suspected, have been, segregated and are being dealt with 
in Central and Special Circles constituted for this purpose. ' We are 
examining their working in the Chapter on ‘Evasion and Avoidance’. We 


may also refer to the scheme of group Assistant Commissioners intro- 
duced in December 1956 in certain Commissioners’ charges. Under this 
scheme, the assessing officers work under the personal guidance of the 
Group Assistant Commissioner and get their difficulties solved by personal 
discussions. We are examining this scheme in dtetail in the Chapter on 
‘Administration’. 


2.25 Many witnesses pointed out that an important reason for the 
delay in assessments was the inadequacy o£ staff. 
Inadequacy of stafV We are examining this aspect of the problem also in 
the Chapter on ‘Administration’ and making neces- 
sary recommendations for securing that asse.ssments are not' delayed on 
account of shortage of staff. 

SMALL INCOME GROUP SCHEME 

2.26. Income-tax law does not make any distinction betw.een a small case 
and a Dig one, so far as the details of assessment procedure are concerned. 
Although there are administrative instructions that, in cases of s.mall 
incomes, there should not be a detailed scrutiny of accounts, in actual 
practice they are not followed, because the responsibility for any omissions 
or under-assessments in tiiese cases is still on the asse.ssing officer. The 
amount of time and energy .spent on small cases appears to us to be' 
totally disproportionate to the revenue yields therefrom. ' In fact, there is 
a definite waste of efforts, v/hich, if applied to bigger cases, would yield 
much larger dividends. We, therefore, suggest that the time and effort 
spent on cases of different categories should hear relation to their revenue 
potential, for this purpose, the assessees may be broadly divided into 
three groups, viz., the small income group with total ’ income upto 
Rs. 7,500, the middle income group with incomes above Rs. 7,500 but not 
e.xceedmg Rs. 25,000 and the laj-ge income group with tola! income exceed- 
ing Rs. 25.000. We observe that the assessees in the smaller income group 
con.stilute a very high proporuon of the total numirer of asse.-sees. but 
their contribution to tlie total revenues is comparatively insigniticant. 
Figures extracted from the All-India Income-tax Revenue Statistics for 
the year 1957-50 shov/ that, of the tot.al number of nearly 6,73,000 effective 
asscssment.s completed during that y:ear which resulted in income-ta.x 
demand, those (excluding companies) having assessed income of Rs. 
7.500 and below were nearly 3,60.000 in number. Of the.se. nearly 1,22,000 
were pure salary earner.s and the others 2,38.000. If we add to the 
latter, another 2.50,000 ‘no assessment’ cases in which the income 
computed is below the taxable limit but which are on the registers 
of the Income-tax Department and in respect of which regular assessment 
proceedings are taken, wo arrive at a figure of nearly 4,88.000 which comes 
to about 50 per cent of the total number of assessments made (including 
the ‘no assessment’ cases) in 1957-58. The demand raised in all these 
small income assessments (excluding purely salary cases) amounted to 
Rs._2.40 crores, i.e., a little over one per cent only of the total demand 
of iis. 222 crores raised during the year from all assessees. Thus, the 
effort put in the assessment of these cases is out of all proportion to the 
revenue involved. We are, therefore, of the considered view that the 
Department must get out of the present grooves and make a hold 
departure in respect of the assessment of small income cases. We have, 
accordingly, devised a scheme for assessment of this category of cases 
which does away with the annual ritual of the full assessment process. 
Ihe salient features of this scheme are given in the following paragraphs: 



2.27. At the very outset, we woujd like to mention that this scheme is 
not to form a part of the statute and should be worked only administra- 
tively, within the framework of the existing income-tax law relating to 
assessments. It follows, therefore, that this scheme should be optional 
and should apply only to those assessees who fulfil the income conditions 
described later and who opt to come within its purview. 

2.28. The scheme will apply to all assessees (excluding pure salary 

earners) having a total income of Rs. 7,500 or below 
during the ‘previous year’, provided (a) they did not 
have an assessed income of R.s. 10,000 and more during any of the three 
preceding' ‘previous years’; (b) they have not been found guilty of 
concealment in any ol the three earlier years; and (c) that the capital 
inve.-ited in the business is not more than Rs. one lakh. This would mean 
that all new assessees having income below Rs. 7,500 and capital hrvest- 
ment below Rs. one lakh would be included in the scheme. It will also 
cover those cases of the above-mentioned income ranges in which assess- 
mpnts in earlier years havr^ been made on estimated basis, either under 
the proviso to Section 13 of the Income-tax Act or otherwise. The scheme 
will not, however, apply to assessees returning losses and to non-residents. 

2.29. The following procedure should be adopted for assessment in 

f roccdure of the.->e cases. 

assessment 

(i) Assessees should be required to file the return in a special form. 

[See Appendix VI (a)]. This will be accompanied by a 
wealth statement [See Appendix VI (b)] in the first year of 
the scheme or the first year of the assessment of the assessee 
and thereafter every fourth year in which detailed scrutiny 
would be taken up. 

(ii) To help these assessees in filling the returns, special staff should 

be made available in the Income-tax Offices. 

(iii) On receipt of the return, it should be scrutinised on broad lines- 

in the Income-tax Offices to ensure that it is complete and 
correctly filled in. Necessary entries should be made, there- 
after, in the General Index Register. Unless there is specific 
information with the Income-tax Officer that the asse-ssee 
had been evading tax’’’, the Income-tax return shouhl be 
accepted as correct and the assessment should be made under 
section 23(1) of the Income-tax Act. The tax on the returned 
income should be foraputed as per computation sheet [See 
Appendix VI (c)] which would also serve as a.ssessment order. 
A copy thereof along with the notice of demand for the tax 
due will be issued to the assessee generally within a month 
of, the receipt of the return. 

(iv) For quick calculation of tax, special charts and ready-rec.k oners 

should be made available to the staff. As far as possible 
cyclostyled standardised form should be used for all purposes 
so as to reduce the typing and writing work in individual 
cases to the minimum. 

*For this purpose whenever there is a prima facie evidence with the 
Income-tax Officer, that, the assessee has been concealing or deliberately 
understating his income, a special mark will be made in the Genera! Index 
Register against such assessees. The Income-tax Officer, will also keep a 
list of such assessees with him for ready reference. 
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(v) M there is a cash counter in the Office, the assessee would 
generally pay the tax on the cash counter, otherwise he could 
send it through a special form of Money Order, which we are 
suggesting in the Chapter “Collection and Recovery”. 


2.30. As stated earlier, a detailed scrutiny should be made in respect 
Detailed scrutiny every every case covered by this scheme once in four 
fourth year ' years. The procedure described below should be 

followed for such a scrutiny. 

(i) The Income-tax Officer should select 2-5 per cent of the cases for 
scrutiny in the fir.st year of the .scheme. These cases v/ill come up for 
scrutiny every fourth year thereafter. Similarly, in the next year, another 
25 per cent cases should be selected for scrutiny and thereafter they will 
be scrutinised every fourth year. The remaining cases shouJd be examined 
similarly in the third and fourth years, respectively, of the scheme and 
every fourth year following thereafter. 

(ii) A notice jsoc Appendix VI(d)] combining the requirements of 
Sections 23(2) and 22(4) of the Income-tax Act .should bo issued for the 
year for which detailed scrutiny is to be made. By this notice, the 
assessee would be a.skc'd to produce the books of account which he relies 
upon in support of his return and such books which the Income-tax Officer 
might specify. The examination of accounts should, as far as possible, be 
on broad lines and completed on the very same day on which books are 
produced. The Department, in consultation with chambers of commerce 
and oilier bodies and keeping in view the local trade practices, should 
prescribe the types of accounts which assessee:-; of various categories and 
trades should keep. If the accounts have been kept in accordance" with 
the instructions i.ssued by the Department, the book results should 
normally be accepited, if they are otherwise reasonable. 

(iii) In cases where there are wide fluctuations of income in the period 
intervening between the last scrutiny and the one in hand, the assessee 
should be asked to explain the reasons theretor. If the reasons are not 
convincing, further inquiries should be made before the assessment is 
completed. 

(iv) As a rule, })etty addition.s on account of minor disallowables should 
be avo.ided. Nor should the results .shown in the books of account be 
rejected only because of small variations in the gross profit rates. In 
other words, rejection of the results shown in the account books should 
be resorted to only in the follov/ing cases; 

(a) When the known standards of living of the assessee and the 

increase in hi^ assets as reflected in the Wealth Statements 
are disproportionately higher than could be accounted for 
by the income returned by him during the intervening 
period; 

(b) when there are serious discrepancies in the accounts and the 

assessee could give no proper explanation; 

(c) when there is definite information with the Income-tax Officer 

that the assessee has been evading the tax. 

Even in such cases, the assessees should be given an opportunity to show 
cause as to why the book results should noj; be rejected and the income 
computed on an estimated basis. As a further check against the indis- 
criminate rejection of book results, it should be prescribed that a list of 
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such cases should be sent to the Inspecting Assistant Commissioner for 
his information and scrutiny. The latter should issue appropri 
instructions to the Income-tax Officers, whenever necessary. , 

(V) If in any case it is desired to reopen the as.sessm,ents of earlier 
\ ears’ the Income-tax Officer should take the prior approval _he 

Inspccling Assistant Commissioner. Such reopenings should not pu- 
mil ted unless the escapement has been found to be substantial, vtz.^ 25 
per cent of the returned income or Rs. 1.501), whichever 'f. 
should not be reopened merely because assessment on estimated basis has 
£?.n made ill the year of detailed scrutiny. The results of earlier years 
must be comparedAvith those shown in other cases whose results have 
been accepted and only if they are materially low, should a propose foi 
mioeniS be made by the assessing officer, after giving opportunity to 
the^assessce to explain the reasons for low results and aftei consider! g 
his explanation. 


‘n The idea underiving this scheme is to ensure that bona fide small 
2.31. Ihc Idea assessees are not harassed in any way 

Penaltirs Ij- be minor lapses, but that no quarter ’> 

shown to assessees who. though having larger incomes, have a iiempted 
to ?ome wfthin the scheme by deliberately understating their incomes or 
by adopting fraudulent methods. The general prineij)le.s guiding -i- 
imposition of penalties in these cases should, therefore, be as follows. - 

(al Minor lapses .should be overlooked and the assessees told to be 
more careful in future. Penalties should be levied only m 
eases of deliberate under-statement or concealment of sub- 
stantial income in relation to the returned income, rhey 
. should be graduated in scale, depending upon the qu-^tunr. 
of ander-statement or concealment and fbe cooperation oiiei e< 
bv the assessees c.p.’ where the concealment is a substantial 
one and ^exceeds 50 percent of the returned income, a larger 
amount of penalty should be levied than in cases where ,the 
concealed income is much less. But in no cases should the 
penalties exceed the normal scale of penalties leviable in 
other cases. ! 


(b) In cases where larger income assessees have attempted to come 
within this scheme by grossly understating their income, 
heavier penalties should be levied and if the facts of the case 
warrant, the earlier years’ assessments should be also 
reopened In suitable cases prosecution proceedings should 
be also initiated, so that the higher income group assessees 
are not encouraged to pass off fraudulently as small income 
earners. 


2 32 If this scheme is implemented in the spirit in which we are 
suggesting it, there will be considerable reduction in the volume of assess- 
ment work and the time and energy of the officers, thus saved, could be 
utilised for clearing the arrears, making more effective assessments m the 
higher income cases and finding out new cases by more extensive and 
intensive surveys. The scheme ^^nvisages a departure from the normiu 
assessment procedure to which the departmental officers have got used, 
and it may, therefore, be suggested that there might be loss to revenue 
as a result of the relaxation proposed. We do not agree that there would 
be any appreciable loss of revenue. On the contrary, we are firmly of 
the view that the very insignificant loss, if any, and it cannot be 
when the total demand raised in 1957-58 in these cases was only Rs. 2*40 
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crores— will be compensated several times by the gain in revenues accruing 
from better tackling of the higher income group cases and finding out 
more assessees. We trust that this new approach will have a psychological 
effect and improve the relations between the Department and nearly five 
lakho of assessees. In itself a good enough reward, this improvement, in 
due course, is bound to yield richer dividends, because the existing atmos- 
pheie of mutual suspicion and fault-finding between the assessees and the 
pepartment will give way gradually to one of mutual trust and confidence. 
Many incidental benefits will also flow iu tfie assess6,‘es as a result of this 
scheme. In future, they will not have to spend much time in the Income- 
Offices and payment of income-tax will become quite a simple affair. 
They will save fees on representation in the income-tax proceedings which’ 
in smaller cases, amount, sometimes, to as much as the tax itself. 
Imrassment of innocent assessees by unscrupulous practitioners would 
also be considerably checked. 


2.33. The number of assessments made during 1957-58 in the c^ses 
ol pure salary earners having total income of Rs. 7,500 and below, was 
1*12 lakhs and the demand raised amounted to Rs. 1*56 crores. We 
ave? excluded this group from the above-mentioned scheme only because 
m their cases, the maintenance of accounts etc., is not called for. 

f cases assessments will be completed under section 
^^{1} ot the Income-tax Act, even in the years selected for detailed 
scrutiny, unless there is definite information with the. assessing olficer or 
it appears from the wealth Statements, that there has been concealment 
suppression or escapement of income and a detailed examination is neces- 
sary in the fourth year. 


2.34. Another suggestion made to u.s for dealing with small income' 
On the-spot asses,- ts’scs was that the officers should go to the business 
nu.ms premises ot such^ a.sse.ssees, discuss matters relating 

to their tax liability and complete the assessrnent.s 
on-the-spot. We do not agree with the idea of having on-the-spot assess- 
rrierits as we consider that it is administratively imn'racticable and inad- 
visable and will give occasion for a series ol^ complaints of all types. A 
modification of this suggestion proposed was that the assessinp officers 
should hold their offices in localities where small assessees were laraely 
concentrated IViis proposal would he of advantage to the assessees^ as 
well as to the Department and we, therefore, suggest that in. cities like 
Bombay, Calcutta, Madras, and, Delhi, instead of concentratinq all the 
tax oj/ices in the savie building, officers dealing with .small income cases 
should have their offices in the various localities, if the number of cases 
justifies such locM offices. In mofussil areas, assessees should be called 
to the nearest camp which the assessing officer visits during the year. 
This will ensure proper a.ssessment as well as save the assessee the 
trouble of attending the assessing officer’s headquarters. If, however 
any assessee requests for a hearing at the headquarters of the assessing 
officer on the ground that his representative is there, such requests should 
invariably be acceded to. 


MIDDLE AND LARGE INCOME GROUP ASSESSEES 

2.35. Assessees in the middle income group constitute a sizeable pro- 
portion, viz., 25 to 30 per cent of the total number of assessees and the 
demand raised in these cases during the year 1957-58 came to nearly 
eleven per cent of the total demand of Rs. 222 crores. On the other hand, 
the large income assessees, although forming oniy seven per cent of the 
total number of assessees, accounted for about 87 p^r cent of the total 
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demand raised during 1957-58. The importance of making proper and 
timely assessments, in these categories of cases, can hardly be over-em- 
phasised. We' were, therefore, concerned to hear that assessments in the 
larger income cases were usually delayed, thereby not only causing in- 
convenience to the assessees but also jeopordising the collection of the 
taxes that might be ultimately levied. We feel that these assessments 
should be , expedited but this should not be done at the cost ol their 
quality. The need for thorough examination and for proper investiga- 
tions in such cases is clear from the fact that they contribute almost seven- 
eighth of the total income-tax revenues. In our opinion, if these cases 
are segregated from the rest, wherever possible, and entiusted to ex- 
perienced and competent officers, it would help considerably not only in 
their proper assessments, but in expeditious disposals oi sudi cases. 
Another step that we have suggested already in this directjon is 
direct taxes assessments involved in a case should be completed simulta- 
neously. In the following paragraphs, we discuss certain lurther mea- 
sures which will help in making better assessments in these groups ol 
cases as well as in mitigating inconvenience to assessees. 


2.36. With a view to expediting as.sessments in the cases of middle 
income assessees, we consider that a distinction must 
Cases with accepted made between these which ha ve a good tax record 

accounts those which have not. We suggest that the cases 

of assessees, whose returns or accounts have been accepted in the past, 
should not he subjected to detailed enquiry every year- unless the asses- 
sing officer comes in possession of definite inforrnation regarding concctal- 
nient of income etc., in such cases. 


2.37. One of the main causes of widespread feeling of resentnient of 
assessees against the Department is the freauent 
h's imated a ssess'iients rejection of the results shown by the account books 
and the assessing officers’ estimating the income 
either under Section 23 or by invoking— the proviso to Section 13 of the 
Income-tax Act. This point has been emphasised not only by the <-diam- 
bers of commerce and trade associations but also by several senior officers 
in the -Department who appeared before us. 


2.38. Estimated assessments are made in those cases where either no 
accounts are maintained or, if maintained, the accounts are scanty and un- 
reliable due to material omissions, suppressions etc. This is particu- 
larly so in most of the cases of professional people who do not keep any 
accounts worth the name. Even if accounts are maintained, but the 
method of accounting is such that the profits or gains cannot be properly 
deduced therefrom, assessments on estimated basis have to be made in 
terms of the proviso to Section 13. The assessing officers, in such circum- 
stances have perforce to estimate the real incomes. Resort to estimates 
becomes particularly necessary in cases of retail trades and. businesses 
where it is easy to take out a portion of the receipts from the till 
without its being recorded in the books. In many of those cases, the 
profits disclosed ^are so low that the smallness of the profits itself casts 
doubt on the reliability of the accounts. The problem of estimated 
assessments is by no means peculiar to India. The tax laws of countries 
like the U.K., U.S.A., and Canada contain specific provisions authorising 
the assessing officers to estimate incomes in such cases. 


♦Section 41 of the Internal Revenue Cede of U.S.A. 

Section 34^^ of the Income-tax Act. 19^2 of the United Kingdom. 
•Section 46(6) of the Canadian Income-tax Act. 
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2.39. It was urged that in many cases it was not possible to maintain 
detailed accounts of petty businesses partly due to difficulties inherent in 
the nature of the business itself and partly due to illiteracy, ignorance of 
even the rudimentary principles of accounts etc. For instance, in the 
case of a small or medium retail trader, where the number of com- 
modities dealt with was large, it was not possible to maintain quantitative 
accounts, without keeping a full-fledged accounts staff, the cost of which 
would be out of all proportion to the profits earned. In some cases, 
particularly those of general merchants, grocers, etc., it was well-nigh 
impossible to maintain quantitative accounts. It was pointed out that the 
rejection of book results in such cases by assessing officers, merely for 
the reason that quantitative accounts had not been kept by the retailer, 
was not fair._ Another common reason given by the officers i'or not accept- 
ing the results was that the gross profit rate disclosed was too low for 
a particular type of business and assessees often complained that they 
had not been given an opp^ntunity to explain why the gross profit in a 
particular case was low or had fallen as compared ‘with that of an earlier 
year. It was further mentioned that just because an assessce had disclos- 
ed a high rate of profit in one year, the assessing officer expected that 
assessee to show the same or higher rate of profits in the subsequent years/ 
as well. This attitude, it was urged, had no basis in reality since the 
fluctuation of profits from year to year was the common characteristic of 
an}' trade and there could not be any such thing as a fixed level of profits 
of a trade, constant for all time. It was also asserted that in framing 
estimates the assessing officers based their estimates on pure guess work 
and not on any actual data or enquiry. Again, when the accounts were 
detective only in part, the assessing officers rejected the eqtire accounts 
and made estimates. It was also complained' that oilicers applied the 
highest rale ot gross profits in a business, shown by an assessee in a 
locality and not the average rate of gross profits disclosed in that business 
by all assessees in that locality. 


2.40. On the other hand, it was pointed out by officers of the .Depart- 
ment that even where it was possible to maintain quantitative accounts 
and ciata regarding stock, the assessees did not maintain them in the hope 
that their total income computeu by the assessing officers on estimated 
basis, by itself, or with the relief in appeals would be much less than 
lhe.ii actual income. It was also stated that appellate authorities them- 
selves did not permit the assessing officers to vary the rates of profit 
that might have been fixed by them in appeals against the earlier years’ 
c^ses^ents, and at the same time, the same authorities criticised 
the officers adopting the rates of profits approved by themselves on the 
ground that trade conditions and profits could not remain constant year 
after year. Another point emphasised was that in the majority of' the 
appeals against such assessments, the appellate authorities would'general- 
ly upheld the action of the assessing officers in resorting to estimates but 
in most of such cases they also reduced the rates of gross profits thereby 
giving substantial reliefs. As a result of this vicious circle, honest asses- 
s^s sorrietimes suffered while a number of dishonest assessees get awav 
with imder-assessments by persisting in not keeping proper accounts. 

carefully considered this problem in all its aspects. 
Some witnesses went so far as to suggest that the proviso itself should 
be removed from the statute. We do not approve of thin remedy which 
IS certainly a worse thing than the disease itself. While therefore, we 
Ilf deletion of the proviso, we are emphatically of the 
view that It should be used with great caution. As laid down in a long 
me of judicial pronouncements on this subject, the assessing officer while 
making estimate, should not be arbitrary, vindictive or capricious. The 
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Supreme Court also held in the case of Dhakeswari Cotton Mills' that 
the estimate should not be based on surmises, suspicions, or conjectures, 
and that the officer must disclose to the assessee the material on which 
he was going to base his estimates and give the assessee a lull opporlunny 
of making his representation thereon. With a view to removing the 
various difficulties that have been pointed out, wc make the following 
suggestions: — 

(a) th‘= Department should, after due study of the local conditions 
and practices, and in consultation rvith the various chambers 
and trade associations, consider the feasibility of pre^scronng 
the minimum accounts and the type o,f accounts which shauld 
he maintained in respect of each trade, business or vomtuni 
in the various parts of the country. In particular, it should 
be ensured that a simple cash record of all receipts ana pay- 
ments relating to the trade or business is kept. A record o. 
opening and closing stocks as also outstandmg debtors and 
creditors should be kept wherever possible. The Department 
should issue and widely publicise detailed instructions m 
local languages regarding the manner in which the accounts 
should be maintained. It should also make the presciibed 
forms of accounts available to the public at nominal prices. 
For the first few years the maintenance of certain ba.sic 
accounts mav be optional but after sometime it must be 
made comnulsory. If the accounts, as prescrihea, are main- 
tained, they should be accepted by the assessing 
enen thouqh there are minor omissions or other dejects. 
Even if the accounts are not maintained in the prescribed 
forms, but are' kept in proper manner tvith sales and pur- 
chase’s supported by vouchers or otherwise proved, they 
should be accepted unless there are grave omissions or there 
is evidence of suppressed sales or undisclosed piirchases. 
The assessing officer should, particularly refrain from re- 
iecting the accounts in a routine way or summarily on die 
sole ground that the gro.ss profits disclosed are low as com- 
pared with what the a.ssessec himself had shown m the 
earlier vears, or as compared with those oL the other 
assessees. Low rate of profit is, no doubt, a pertment 
point for further enquiry. The assessing omcer should in 
such cases, ask the assessee to explain it and he should du y 
consider the explanation before completing the assessment. 

(b) In any case where it is proposed to reject the results shown 
by tie account books, the assessee must be given an oppor- 
tunity to show why it should not be done and/or to explain 
the reasons far the acts of ornission and commis-sion^ 
Before finalising the assessment the assessees should also 
he given an indication of the rate of gross profits that 
posed to be adopted and the relevant particulars of com- 
parable cases ensuring that such information does not enable 
the assessees to identify the person to whom the particulws 
relate. In cases where no books of accounts are 
tained, the assessees should be 

Dressing their views on the proposed estimates. But if a 
SSSe ~ilsts in the non-maintenance of accounts m sp.te 
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ilSHS 

the nature oi busiSSs ’ih^ f.?rn 

rate shown and -ceptect^^olcir l^^tuts Ttf 

application of the proviso to indiscrimmate 

.«c .„r - 

tr) in their orders on appeal , against the invokino nf thn 

and the appLicaUon of qioss ontU rf ^i n ^ ^he proinso, 

2.42. In order to enable assessing officers to make propei- and soeedv 

Wealth statc;ncr.ts ' middle and large income eroup 

..w,essec.s, one o.t the .suggestions consider-d bv Vw 

of total wealth. As.sSselV to^JVSh't^ periodically, statemems 
under the Wealth-tax Act to turn -h ' . ‘ '^ already required, 

year. We have ear?mr s, een'-rid th^ «' ”et wealth 'ev^ery 

should file statement.s oVtmal wealth 

categories of a.sses‘-fyes am -jim ' .Veais. 11 rcrnaimne 

years, they wilf merely be t-tlim«'Tn”hn al^ statenients once in lour 
ments would hffip iensid-VabK m vv u state- 

assessments. As va' Ce noffiffi thu number of estimated 

Avoidance)’, wealth statements are one of ffie If °r 

checkinp’ tax evasion ^ nioSb effective methods of 

the groSnd that ffie?e wa alreadv a“ n" was voiced on - 

■thorised the assessing officer to ^obtain statute which au- 

sion of the CommissLcr such a ?tatcmm^ P“^ 

year and this new provision wnuld assessee ior any 

ligation on the assessee. We do not agre*e ^ithThT^^^-^^^ additional ob- 
honest assessees would neitLr h^'- ^ w rm^ u ® 

jection to the furnishing of this statement serious ob- 

considerably to reccmcile thei, own ^ ^ P fPe™ 

there jore, that a provision shout H ho aliairs. We recommend, 

assessees (other than wealth-tan n'^spIlo^\ ‘^^ statute requiring all 
total wealth every fourth uonr nin furnish statements of 

Even at preseTUTcnanm™^ ’>> ““"y Since 

statements should be Irt-H wealth 

incomes exceeding Rs non on years from all persons with 

of the presenfprfcoce ' ■ " ^“SS'«'e" would only be an extension 
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2 43 It was represented to us that one of the reasons leading to bad 
assessments was that views of the assessees expressed in the course oi the 
nroceedings were not fully considered by the assessing officers while 
cnmpleting the assessments and, in particular, they were not Siycn a full 
oDDOTtunitv to rebut the adverse presumptions that the officer might ha\ t 
rmidc It was stated that such assessments led to multiplicity of appeals, 
difficulties in collection of taxes levied and inconvenience to assessees. 
Wb find that these complaints are not without justification. Wc ^^refo e 
suqgest that before finalising the assessment, the 

ijiake a tentatwe coinputation of the total income^ zvealth . .. . ri^ hgt 

mav he Where the additions or disallowances proposed .,o he made , 7 
hini are nominal or of small amounts only, he may discuss the issue wnli 

amount of additions or malm c.dcntinn. 1^ , _ getting the 

sssts’ - loS5 

computation as compared to he intimc _ . f i ^ course be free 

ment order without having to intimalc them in a .... * 

o 44 We examined the question whether, in order to b^'O fbe ready 

nccentance of returns in the higher income gioi ,.^, 

Compulsor'.' audit of there .should not be a compulsory audit o. accounts 

accounts in ^ cases of incomes or assets above a certain limit, 

Sfm f„rih"‘’comSni". a'™ re„"uires th.al a audit ^oport ™ 

certidcata should'be furniahad with 

qualified “ f"/ wh„“ a™° duestion expressed 

widely different views and even oSnS re^ Ques- 

was an extreme divergencc_of Aeeoiintants'^of India ‘had welcomed 

tionnaire, the Institute of Chartered , \ ^ later, the Institute 

. the proposal. In the supplementary reply Chartered 

stated that there was ® ' g,, a majoritv amongst them was in 

Accountants on this question, nherea. .C • j opinion in the 

'p=,”o^ ?eu« l.-Srw^s”„tVa«St.te. 

..45. Tbe -=in.a^™"‘xi,rsf;:SsibifiiVot iUorbS? 

L£raS‘.‘p° STtba s 

doubt, that .be 
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St “fr" "»*■ 

sstss w tr iFfia t 

oi ci lew items Another 'ifJvmfnfro rvf /> i ^ i'est-clxeck 

lor would h.mooirdSck wSeftho iSt ui'’“‘'‘r‘ *' **’' 

penditure are duly and properly vouSed^^ n^ '1 receipts and ex- 
therefore, the aaLssin^ Xce? nS concentrate 
the more important points which have a bearir,.^ o^ Th Alemrif • 
income-tax or wealth-tax liability of the aJJeJs^s This wnnW f 

. • cmg o evasion and removal of inconvenience to assessees. 

sSfiS£~e¥S“^ 

Income'-tax Investigation Commission even in cases where the 
accounts were supported by clear and unqualified certificated 

S?XS oi‘?udft bitestentatS 

t^r ^ ^ audit. It is also said that as the number of chTrtprer» 

accountants in practice, is only 3200 and as they areTot Iwenlv snreld 
out throughout the country, there would not be enough chartered^ acconn^ 
tents to undertake the Job of audit of non-companf XsXSldSm: 


2A7. With regard to the difficulties pointed out in the nrecedimr 
paidgraph there seems to be a difference of opinion even amone- th- 
ciaitered accountants. One group of chartered accountants thinksXal 
IbL chartered accountants to undmakc 

this work, many ot the younger members of the profession are not fnlh. 
employed at present, and that they would actually welcome more work 
resu ting from compulsory audit. Besides, if the compuTsord audit Is 
lannid oi incomes above Rs. 50,000, there would be only about 

14,000 such cases wnere accounts will have to be audited annuallv Xle 
argument that compulsoij' audit will involve heavy cost to the asses-ees 
s also not very sound. The cost of audit is fully allowed in thfcXDu 
thX^'in^ income and, therefore. Government indirectly meets more 

tax of exemption of this amount from' 

tax. As legaids the contention that audit by a chartered accountant m 

the very nature of things, will be a limited Xe, as hi Snlol go behinS 
the transactions, it has been pointed out that so long as this limitation 
IS fully kept in view by all concerned, viz., the a.ssesfing officerXhe aT 
sessee^^and the auditor, no difficulties ere likely to occur Ewn sXb a 
limited audit will be of advantage and the assessing officer will himself 
take care of what is not in the accounts and what lie! behind the traS- 
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2.48. We may mention that this question was considered both by the 
Income-tax Investigation Commission and the Taxation Enquiry Com- 
missibn in the case of super-tax assessees deriving income from various 
sources including business. As a result of the recommendations of the 
former, a clause for compulsory audit was included in the Income-tax 
(Amendment) Bill, 1951, which, however, lapsed because of the dissolu- 
tion of the Parliament. The Taxation Enquiry Commission was, how- 
ever, against the proposal and it was of the view that a better utilisation 
of the services of auditors would be had by making them legally res- 
ponsible for furnishing full and correct information in reply to question.-^ 
raised by the assessing officers after scrutiny of the returns and audit 
statements and, if necessary, after the general examination of the 
accounts. 

2.49. The Central Board of Revenue, in consultation with the Insti- 
tute of Chartered Accountants of India and the Ministry of Law, prescrib- 
ed an audit certificate in the following form for non-company cases 
which, if furnished along with the return of income, would enable the 
assessing officers to accept the accounts readily. 

“We have audited the foregoing balance sheet as at 

Profit and Loss Accounts for the year ended on that date of 

with the books and vouchers, as maintained by the said 

report that; 

(i) we have obtained all information and explanations as required; 

(ii) the said Profit & Loss Account and Balance Sheet are drawm 

up in accordance with the said books; and 

(hi) in our, opinion, the Balance Sheet contains a correct summary 
disclosing the general nature of property and assets and 
capital and liabilities and the basis of valuation of fixed 
assets and stocks and it exhibits a true and correct view of 
the state of affairs, according to the best information and 
explanation given to us and as shown by the books of the 
said ” 


Date Signature ” 

Place Chartered Accountant (s) 


Assessing officers were asked by the Central Board of Revenue to 
encourage audit of accounts by accepting them if certificates of this 
nature were produced. We were told that the response to this proposal 
of voluntary audit of accounts in the manner acceptable to the Depart- 
ment had been rather poor. In a recent sample survey conducted by 
the Central Board of Revenue, it was observed that only in one per cent 
of non-company cases represented by chartered accountants, audit certi- 
ficates in the prescribed form were furnished. Obviously, the idea of 
voluntary audit of accounts has not gained^ popularity. 

2.50. We have given the proposal of company audit of accounts our 
careful consideration. The advantages. of compulsory audit far outweigh 
its disadvantages and limitations. We recommend that in the interests 
oi expeditious and proper assessments of the assessees in higher income 
group, audit of accounts in all cases of business, profession and vocation, 
where total assessed income in any of the last three years exceeds 
Rs. 50,000, should he made compulsory by law. Audit should also be 


and the 


■and 
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returned incmne'for thTfint limT'Scced" ooo‘* ’w“h°” '“'T" 

rt toSs‘”Sver,! 

that year, the number of coSed a “ “ during 

pantos and salaried employees in different 'incom^ rrn^waJru^kri":' 


Income Range. 


Above Rs. 25,000 

35 Rs. 40,000 

35 Rs, 50,000 

33 Rs. 753C00 

35 Rs. j, 00, 000 


No of 

assessments. 


38,064 

22,087 

13,832 

6,715 

3,705 


Thus the number of cases in which audit will ^ ' 

earned out would be about 14 000 t ^ eompulsoriiy 

capacity of the existing number of r,r‘cds n. the 

aho recommend that the income hnSt of r ”^50 oon X We 

Government as and when siifficu’nt erne rienre of i’® revised by 

gained and more and niore chartered^ no procedure has been 

regards the certificate to he avaUable. As 

cases ot compu].sory audit, we sugo-esl th-t it^ u” 

prescribed by the Central Board of’ Revraue o uh ch we 

reierence in the precedin<:r parao-rinh umch we have made a 

iicaut cnuld be modili °d “f wSsarv bv he ri, m “Ig"'-"™. the certi- 

rn cansuitatian with the Institute of' Chartered Aerittmmms 

"" ‘tggS‘ ''' 

Govemmem’s riffiit tt> rinht in eerX Government should have the 
appoint ciiartcrcni nnt,: appoint chartered accoun- 

r;z;r f “Se?f 

... «d ....siness e.,,serC’;r;..eL:r;bXTsX«7 »«« 

IMPROVEMENTS IN METHODS OF WORK 

metIfisYnd’XiceSTsV/woS problems relating to the 

them with a view to expcditin/^' iHa t'i suggest certain modifications in 

.ineanveniences ” iiaXes ® “..^sment and miligatin.; 

2.33. The praetico at present followed regarding the issue of neHe„ 
Notices Of hearing nXhm ' of account books in con- 

causes avoidable tnco.XmMe to a'ssessS-"’T* .^,''”"'“"83, sometimes, 
under Sections 22(4) and 23(2) of thn Tnr.* t appears that the notice.” 
taneously, as a matter of routine in 

has been filed. The former not’ce mav nnt'^h ^ return of income 

particularly the Simpler ones. We, S^e 
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the assessments could be completed in one hearing and production (O/ 
hooks oj accounts is necessary, it would be proper to issue the two notices 
simultaneously. For this purpose a combined form of notice should be 
issued. In cases where the assessing officer does not require the produc- 
tion of specific books, assessments should be disposed of by a notice 
under Section 23(2) only. In cases where a return is not submitted, 
resort may have to be made to Section 22 (4) to enable the assessing 
officer to have the account books produced before him. 

2.54. It was pointed out to us that there were, at times, delays in 

assessments because the assessing officer had himself 
Help to officers in cxa- to do the entire work relating to assessments, includ- 
mination of accounts mg the spade work connected with examination of 

accounts and investigation flowing therefrom. Till 
1945 or so, the assessing officers were given help, for this purpose, by a 
special class of officials known as Examiners of Accounts. xAt BornDay 
and Calcutta, separate Examiners’ Branches under the charge of a Chief 
Examiner were functioning. Under this system assessin^g officers used 
to refer cases for examination of account books to the Chief Examiner 
who would entrust the work to any of the Examiners, and after ehecKing 
the examination note submitted by the Examiner, the Chief Examiner 
would send it to the assessing officer. The cadre of Examiner of Accounts 
was abolished because it was found that the assessing officers were 
generally not exercising any further check. Though even now assessing 
officers sometimes utilise the services of Inspectors attached to them for 
examination of accounts in small cases and on specific issues, the help 
they get in the matter is, on the whole, inadequate. 

2.55. The main defect of the system was that not only did it lead to 
duplication of work and consequent inconvenience to assessees but also 
that the majority of the assessing officers lost all initiative and framed 
assessments on the basis of Examiner’s report. Under the statut^ the 
responsibility for framing assessments lies solely on assessing officers 
who must themselves examine the books of accounts. Therefore, it would 
not be desirable to revive the institution of Examiner of Accounts in the 
form in which it existed till 1945. But some help to the assessing officer 
in the mutter of routine examination of accounts or detailed examination on 
specific issues indicated by him would, in our opinion, go a long way in 
expediting disposals and releasing his energies for utilisation in more 
important work involved in the assessment of cases. Accordingly, we 
recommend that the assessing officer should be permitted to take^ assur- 
ance of the Inspector attached to him. In order to provide expert assist- 
ance to the assessing officers in examining accounts in speciaBy com- 
plicated cases, we further recommend that at important centres of various 
Commissioners’ charges there should be a set of experienced Examiners 
preferably chartered , accountants. 


2.56. Some witnesses represented to us that assessing officers, at times, 
scrutinised meticulously the expenses claimed and tried to disallov/ them 
on technical considerations. While the law on the subject does not 
require any modification, we recommend that suitable adm\nisti ative 
instructions should be issued to the effect that in bonafide cases, 
expenses should be allowed after scrutiny on broad with- 

out going into meticulous details and that interest, rebates and other trade 
discounts should he allowed in the years in which such adjustments are 
recorded in the hooks. Whenever there are reasons to doubt the bona 
f.des of such items, the assessing officers should make full enquiries. 

410 CB.R. 



2.57. Wc understand that, at times, a.ssessment orders are not passed 

Assessment orders officers inr a considerable period foilowincy 

has to g.ve a fresh .trmg'frrev"fvm?h -Statofficel 

ments. It was also bro^ 

ment orders did not acconipanv the not V ^^^ess- 

for and goi the copy of assesLI^n/ ^ «[ demand and til] he applied 

as regards the basis" of computation o^tnl-,1^^ assessee mas in the dark 
sing officer. In our ooinior f t So ! made by the asses- 

couraged. We recommend that /n, ^'idoncics should be strongjv dis- 
that a.ssesmnent order m pavsY-d ’ be eiisured 
hie after the frnal hearinn b n m no oijmer as early as possi- 

regard to the second cmmffimt ' ” thirty days. With 

statutory provision in nUtlw^reci m •'’d'o^dd, he a 

officer to send a certified comi of the requiring the assessing 

notice of demand. It has been Jrc m ^donp with the 

throw extra work on the D-pma'mem ^ ndation would 
to be issued ,n al! cas.^s hiclmlinj have 

are completed under Seetton ‘''ttn nf thp^ ln" a.ssessments 

ot returned figures. We do vug tiin)- |a‘^'''ne-tax Act on (he basis 
appreciable and il could be mi-iimisrP i ’"’^'‘dved will be 


<) r;p 


taiailaiK.it.s iX'urnerou,^ reb.itt s in the ca-e" 

surcliarges for ddfev^ut ve .r '’'an? "Ses ^^'aml' 

some of the factors whii make t.:, !",^^^^^^ <^^^«essees are 

and cumbersome. We fee! that the' V-afi?. - /"' -”'' "r complicated 

and particuiariv of taxalion of'tlividen ) V taxation, 

folioudu, r„.„mmo,.dt,ti„„; 11“' 'luEits'’!! 

(ci; Vciriatjons in 1ho r'.r - * 

ment’s general fiscal polieva " Til] I n ^->vcrn- 

Finance Arts an ■' ' »’‘'‘wia]]y fixed by the 

oilttsSn f -jtch over to ""fit 

mm c’lr wr,lrr,iy ’J*™ 

(b) Such part of the additional budgetary requirevienU as has tn 
he met from the income-tax revenues colS be met hv Zia- 
Acts. ^ surcharges through the annual Finance 
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(c) Without affecting any of the reliefs at present admissible, such 

of the surcharges on income-tax as go to the divisible pool may 
be merged ivith the 'Oasic income-tax rates themselves. 

(d) VV e feel that in the case of company taxation, instead of pres- 

cribing the rate of supertax at bQ'per cent and providing for 
several reoates from that for the various types of companies, 
the effectwe rate of super-tax for each of these types should 
be specified in tiie Act itself, alter taking into eonsideration 
the prescni leiiates admissible. The princijjle has l)een 
accepted in the finance y\ct. 1959 in tixing tin.' rales of ad- 
vance tax lor companies , lor the year J9t)9-()0. 

(e) Caicii]ati(.)iis ot tax in the ease ot partners of a rcgislcred firni 

having total ineorno exceeding Rs. 40,090 and/ Iherefore. 
subject to tax directly, are so very inv‘>lvcd and complicated 
at pr'oseni that evmn ex[)ei’icnced oiOcials o: the Department 
end them dillleult. We r(^cO!iirnend tiiat a :''Uiiabie jurinula 
/.m?/ he erolved ii'hivh reouJd sinipiijy calculatious * ui this 
nisiter iritlunii Cijjectmg the trieuienc^e or qiianiiiiti of taxa- 
the a. 

(I) We jiirtiier reeoeiDnoid that ready reckorivrs for calculations 
of taxes should be 'nuide avadable to the departmenial 
(UjiCKils irtivtcdiuieljf alter the pdssiftg of Fi}<eace Bill, 

[g) Ore iroidd also Tcconirnead tlio.l all tax ollices should- he CQuip- 
ped ivilh Ofie or viore caleuladag vtachives and inenibers of 
the staff should, (dso he trained in the use of these, niaehines. 

2.59. AViiile we would like the eaieidations of tax to i)e as ease and 
dev/nd of eompiiealions as possibids Vvo would equallv siiess tiie iVnporl- 
ance of ensuring their utmost accuracy. Wrong eaiculations not only 
cause loss of j'evenue but may also result in (.ver-<*liarging of tax from 
the assessees. It is impei’alive thm, the chances for either are reduced to 
the minimum. For tlie past few years, tiie Central laoard of Rc\^enuc has 
been taking certain administrative slops in this dirc'ction. Since 1954, 
r(>ving intenral Audit Parties have been functioning in the vaj'ious Com- 
missioners^ Charges. An Inteinal Audit Party is generally headed by a 
Supervisor and consists of some clerks. Its function is to carry out the 
post-audit of completed assessments in various assessment circles of that 
Commissioner’s charge. The audit is restricted to assessmonis in which 
the assessed income exceeds Rs. 10,000 or the refund involved is over 
Rs. 1,000 and consists of checking arithmetical accuracy of computations 
of income, calculations of depreciation and othci' allowances, calculations 
of tax, adjustments of the taxes' paid in ad vance or deducted at source, 
etc. We are told tiiat these parties have been doing good woi'k. Beside 
detecting arithmetical mistakes, they have also brought to light important 
mistakes of principles, such as the wn'ong or excessive allowance of 
earned income relief, depreciation allowances, double income-lax relief, 
excess dividend tax etc., errors in the set-ofl of losses, failure to levy 
interest or substitute correct share income of a partner under Section 
35 of the Income-tax Act. The figures furnished by the Central Board 
of Revenue on the working of these parties show that they have detected 
mistakes involving considerable revenue which wmuld have been irre- 
trievably lost, but for their timely audit. They have also detected a 
number of mistakes both arithmetical and those iiuaj’ving cfuestiori.s of 
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principle, because of which excess fcax had been collected from the asses- 
sees in the past. As a result of the audit parties’ bringing them to the 
light, the assessments have been rectified and the excess taxes refunded 
to the assessees concerned. 


2.60. We understand that, owing to inadequate staffing of these parties, 
the audit work, apart from being of a very limited character, has been 
lagging behind the completion of assessments by two or three years. 
We are of the inew that these parties should he adequately staffed and 
established on a permanent footing in all Commissioners' Charges. Eacli 
audit party should consist of a Supervisor and four to five Upper Division 
Clerks, and there should be as many audit parties as justified by the 
quantum of audit work involved in each Charge. A regular planned 
programme for audit in various Circles should ^be chalked out in the 
begmnr.ig of the year, the aim being to bring the audit up-to-date. The 
Inspecting Assistant Commi.ssioners .should see that the audit programmes 
are strictly adhered to. These parties should be as zealous in pointing 
out mistakes which have resulted in excess recoveries of tax from assos- 
sees as they are in detecting cases of under-payment. 

2.61. It was pointed out to us that in addition to the checking done by 
the audit parties, instructions were issued in 1955 for pre-audit of tax 
calculations. According to these instructions, calculations made by a 
clerk are checked by another clerk or- supervisor and counter-checked by 
the a.ssessing officer himself, depending upon the quantum of income or 
refund invoh'ed. We suggest that there should be more comprehensive 
and systematic check of ■la.r calculation than is being done at present. 


2.62. Our attention was invited to the fact that the record of procced- 
Ro'.ord of ings (.tf cases was not properly or adequately kept and 

I’roc.ciliiijis that the progress of work was sometimes retarded 


thereby. An order sheet is, at present, prescribed to be maintained and 
entries of the sequence of events have, from time to time, to be made 
therein by the staff and the officers, as the case may be. If this order 
sheet is not properly kept and some of the receipts, requisitions and hear- 
ings are not entered, it is very likely that the same information mav be 


called for twice or some of the important notices and documents mav 


get lost without any check thereon. It has also been observed that some 
assessing officers keep in the same order sheet a record of the correspond- 
ence amongst the Departmental officers in regard to that case or any 
reference thereto which has to be held back from inspection by assessees. 
We. accordingly, recommend that the as.sessing officers should be required 
to maintain two separate order sheets. In one. they should make proper 
entries with regard to the issue of all the statutory notices including 
notice under Section 3-7 of the Income-tax Act, compliances thereof by 
the assessees or others, brief records of hearings given, receipt of various 
papers and documents etc. This order sheet ' .should be available for 
inspection by the as.sessee. Copies of relevant entries in this order sheet 
should be made available to the assessee on application and on payment 
of copying fees by him. In the other order sheet, records should be kept 
of confidential information received by the officer, inter-departmental 
correspondence, etc. This latter order sheet would not be open to 
inspection by the assessees. 


2.63. t)ome chambers of commerce represented to us that the system 
of advance payments of tax and provisional assessments delayed the 
making of final assessments. From a study of the figures of pending 
assessments and their spread-over, we feel that there is no justification 



31 


i 




»■ 


this view. All the same, we would recommend that the assessing 
officers should see that assessment proceedings are not delayed in any 
case merely because there would be no further recovery of tax or the 
completion of assessment would result in a refund. Our recommenda- 
tions in the Chapter on ‘Refunds’ for grant of provisional refund and 
interest m certain circumstances in the latter type of cases would go a 
long way in checking this tendency. ‘ 

2.64. We also recommend that it should be administratively prescribed 
that assessing officers report to their higher authorities, cases where 
assessments have not been completed within twelve months from the date 
of the filing of the returns, giving the reasons therefor. These reports 
apart from having salutory effect, would be an automatic check on the 
pendency and the reasons for that. 


2.65. It was brought to our notice that the Department, being uncertain 
Precautionary assessments ownership of any income or asset and i or of 

' fhe period to which it related for the purpose of 

taxation, resorted frequently to making assessments in respect of the 
same item m the hands of two or more persons, either for the same assess- 
ment year or lor more than one assessment years. We appreciate that 
in sonie cases, it may be absolutely necessary, in the interests of revenue’ 
to make precautionary assessments because the assessee is non-coopera- 
tive and unless such a precautionary assessment is made, there would 
be irretrievable loss to the revenue. We are, however of the view that 
except for such exceptional cases, precautionary as.sessment should not 
he resorted to by the Department. 


2.66. Many witnesses represented to us that the present forms of 
Return forms income-tax returns were too complicated to be easily 
understood by a large majority of the tax-payers and 
that they required to be materially simplified. It was also mentioned 
that quite a few columns in these forms were inapplicable to most 
assessees. We have examined the matter at some length. We understand 
that during recent years, the Central Board of Revenue has been taking 
certain steps for diversification of the return forms, as a result of which 
the three forms, at present in use, have been evolved, viz., for companies 
for non-company assessees deriving income mainly from business pro- 
fession or vocation and for other assessees. Simplification of return forms 
IS, no doubt, desirable but it cannot and should not be done at the expense 
of any vitM information required under the statute for computation of 
the tax liability of an assessee. The use of technical terms occuring in 
the statute is also unavoidable in a return form. Notwithstanding that 
the language of the existing forms can, in certain respects, be simplified 
and made less ambiguous. We are of the 7 ) lew that these for 7 ns should 
be so revised and rationalised that columns which are mostly superfluous 
are deleted, that each assessee is required to give details only in respect 
of those matters ivhich are relevant to his assessment and^ that such 
enquiries of a general nature ivhich are alm.ost invariably made at pre- 
sent, in the course of assessment proceedings, are incorporated in the 
f(^ms. With these objects in view, we have the following suggestions to 
offer for modification of the return: — 


(a) The return form should have, in its first part, summary of the 
income under the various heads and also such other informa- 
tion which is applicable to all assessees and which is required 
for cross references etc., like the information under Section 
38 of the Income-tax Act. Details of information regarding 
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income under each head should be called for in the form of 
annexures and each assessee should have to fill in and attach 
such annexures to first part of the return as are applicable to 
him. 

(b) Columns in the return form for getting detailed information 

regarding remittances and income outside the taxable terri- 
tory which are inapplicable to most of the assessees should 
be deleted and a note may be appended asking the assessees 
to give information on these matters, wherever applicable. 

(c) Provision should be made in the return form itself for the 

assessee to specify the books of accounts, if any, maintained 
by him. We have also suggested in the Chapter on ‘Evasion 
and Avoidance that the Tax Adviser or Representative of 
the a.ssessee who prepares or helps in the preparation of the 
return, should be required to give a certificate which should 
be made a part of the return. 

(d) Details regarding properly income at present reriuired to be 

given in the return form may be simplified, 

(e) The declaration verifying tlie corrwtness of iiarticular,s given 

in the return form and tlie proposed annt'xure.s sh( old be 
at the end of the first part and there should be 
a foot-note to the eliect that false or incorrect dec! nation 
would attract the application of the vaaiioiis ridlcvrrre - lauses 
in the taxing statute as well as under the penal codoe 


Some witnesses also stated that the return forms under the We-iith-tax 
and Expenditure-tax Acts needed sirnplification. These Act.s hove been 
recently introduced and therefore, the working of these return forms 
should be matched ior some time, so that necessary modifications are made 
therein in the light of the experience rmined 


2.67. We have taken note of tlie recent steps taken by th- 
Board of Revenue for improving the modi ■ m 
Registers and Records thods of work in the Income-tax Offices, wkk 
... - increasing efficiency and output and also fox 

duction of tne proper control measures at various staecs of a‘'"r 
pioceedings. The methods of work in the tax offices were sor.r 
detail by a Member of the Central Board of Revenue in 19a5-a6 i 
recommendations made by liim were considered by the Board i>) = 
+ Commissioners. The changes made thereafter 

the introduction of the following: 


Centra] 
s’d me- 
a view 
inf : o- 
ment 
■■'d rn 
r d the 
c ns Hi- 
ndu de 


(a) various control registers like, the reoriented Geneird ina-x 
Register which is intended to be a permanent record of all 
revenue yielding cases, the Register of Investipatii-n : no the 
Register of Closed Cases; 


(b) 


a.ssessees with inc.m 
Ks. 15,000) which shows at a glance the various i"^ , 

m a case at a particular point of time during a peiic 
years; o i 


above 
odings 
of five 


(c) 


the Register of pending action which enables thf 
omcer to have at one place the entire work-load it 
m his charge arranged in an order of priority: 


a ^essing 
t-be files 
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(d) the Daily Fixation Register which records the assessing officer’s 

plan of work chalked out in advance; 

(e) Ledget Card for assessees with income above Rs. 20,000 which 

will show at a glance the demand raised and collections made 
and enable the officer to watch the progress of recoveries; 

(f) Enquiry Register to control the Inspector’s work; 

(g) Calendar of daily duties and Register of Review for controlling 

the work of staff; 'and ^ 

Offices description cards for the various tasks in Income-tax 

We feel that these steps are appropriate and in the right direction 

Revenue should keep a periodic watch over 
then effectiveness. In making changes in forms and registers, important 

should weigh with the administrative authorities 

(i) that the information is not unnecessarily duplicated; 

(n) that the unnecessary information is not tabulated and recorded- 
and ’ 

(iii) that vital information is kept in such a collated manner that 
it can be located at once. 

2.68. Sub-section (2) of Section 60 of the Income-tax Act provides 
for tax relief by the Central Government in cases where a lumpsum pav- 
memt, like gratuity or arrears of pay of earlier years is received in a 

charged to tax at a higher rate then would be 
app icable, it the payment was either related back to the respective years 
ot Its accrual or spread-over. According to the present procedure asses- 
sing officers send reports on assessees’ requests for such reliefs ’to the 
Cential Governmem through their respective Commissioners, intimating 
the relief due on the basis ot rules pre.scribed. The reliefs are formally 
sanctioned by the Government. We find that the vesting of their autho- 
finm Government makes for unnecessary correspondence and 

delays m die sanction of the reliefs. The rules are quite clear and their 
administration is well understood. We, therefore, suggest that the power 
under Section 60 (2) of the Income-tax Act in accordance 
with the piles already laid doivn should statutorily vest in the Commis- 
sioners of Income-tax and not the Central Government. 



CHAPTER 3 


ASSESSMENTS— II 
SPECIAL PROBLEMS 


INTRODUCTORY 


3.1. In this Chapter, we will deal with various facets of the taxing 
process in relation to assessments and the difficulties that are experienc- 
ed at different stages thereof. Although our terms of reference restrict 
Us to considering only the administrative and procedural aspects of the 
direct taxation laws, we have, at times, gone into the rationale of certain 
provisions, which cannot altogether be divorced from their administra- 
tion. This is inevitable in certain cases. We have, however, endeavoured 
to confine ourselves to the administrative and procedural aspects of 
these laws, as far as possible. 


FOREIGN BRANCHES 

3.2. It was brought to our notice that, in certain cases difficulties were 
experienced on account of the insistence of assessing 
Blocked credits and officers on payment of the taxes in respect of foreign 

exchange resinci o.i income or assets even though there was embargo on 

their repatriation and there were specific provisions 
m the Income-tax and Wealth-tax Acts for holding these demands in 
abeyance. We understand that the Central Board of Revenue has already 
i^ued necessary instructions in the matter, enjoining upon the assessing 
OThcer to follow the statutory provisions. We, however, suggest that the 
Department should take special steps to ensure that the provisions of the 
statute and the instructions issued by the Board are followed strictly hv 
all assessing officers and no harassment is caused to the assessees. 

3.3 Some witnesses pointed out that special hardship was caused 
wealth-tax assessments, to assessees who were holding shares 
of Indian companies which had assets in foreign countries, particularly 
in Pakistan and Portuguese East Africa, but which could not brine their 
profits or capital to India. In such cases, we recommend, that, though the 
income or the assets may he included for assessment purposes, the amount 
of tax to be recovered from the assessee should be limited to the amount 
of ^cix that loould have been payable, had the income or assets in these 
couritries not been included in the assessee’s total world income or weafh 
as the case may be. The balance of the demand should be kept in abey- 
ance till such time as the prohibition or restrictions regarding the revat. 
nation of profits or capital are removed. ^ 


3.4. Our attention was invited to the fact that some assessing officers 
Product onof Accouni insisted on the production of account books of foreign 
transactions in cases of assessees having business in 

T^.•n )• 1 a-fp 1 +- countries. It was stated that there were 

practical difficulties in producing these books. The Central Board of 
Revenue we understand, has already directed the officers that production 
of such books should not be insisted upon as a rule, and normally, the 
statements of account of foreign transactions should be accepted. We are 
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tries. We feel thnt nniooo 4 U taxing authorities of the other coun- 

depreciation allowances 

3.5. Depreciation allowances are intended to charge off each year 

Prescni provisions iPorn the capital cost of assets, a suitable amount 

of assets userl in . . the usage, wear and tear or obsolescence 

01 assets used^ m the production of income. In the Income-tax Act nrn 

depreciatinn ic. niinwoM ^ the Act. Under these provisions, 

S^and furiitule n4n h'k building, plant and machi: 

ncry and lurniture owned by an assessee and used in the business nro 

fS'^v^rious'^TYnerof^a?'? "" him. The annua] rates of depreciation 
T?,uZ ^ as.sets are prescribed in Rule 8 of the Income-tax 

applied to the written-down value of the assets 

nnduSne fnitiarin^ the year, but the total depreciation admissible 
(including initial depreciation on new assets which was admissible 

during the period first April, 1945 to 31st March, 1956) is restricted to 
aUnw^w depreciation is to be 

an ^et i’rrvpaT T completed months of user of 

an asset in a year. In the case ol ocean-going ships, however ‘straight- 

calculation of depreciation allowance 
In the latter method, the annual provision is given by the original cost 

Me #rf„'r .n'V™ ‘ts estLated or' assumed 

ite. Prior to 1939 the straight-line method was followed for calculatinf^ 
depreciation in respect of all types of assets. The ‘written down value" 
method was introduced by the Income-tax (Amendment) Act 1939 as a 

Sih fu il f^o™^e«dation of Income-tax Enquiry Comm’ittee, ’ 1936, 
which felt that this method was not only more logical but also simoler 
to operate than the ‘straight-line’ method which required the keeping S 

H secure that the aggregate depreciation allUance 

did not exceed the cost of the asset. 

raT-^^ m sub-section (2) of Section 10 of the Income-tax Act 

provides that if a building, machinery or plant which is being used for 
the purpose of business, profession or vocation, is sold, discarded, demo- 
lished or destroyed, a balancing allowance equal to the difference bet- 
ween the written down value and sale or scrap price, as the case may 
be, IS to be allowed for the year of sale, discard etc. If the sale value or 
the scrap value exceeds the written down value, the difference is taken 
as the income of the year but only upto the limit of total depreciation 
allowed. A claim for balancing allowance can be made subject to the 
condition that it is actually written off by the assessee in his books of 
account. Under the existing law, this allowance is available onlv for 
buildings and plant and machinery but not for furniture. 

3.7. We now proceed to discuss the various problems and difficultie,s 
relating to depreciation allowances, that were brought to our notice. 

3.8. Various alternative methods of calculating depreciation came in 

. for discussion during the course of our enquiry. 

Methods ot calculation Some witnesses were of the view that, of all the 

! methods, the ‘straight-line’ method was the simplest 

and that it should be revived. A suggestion was made for adopting the 


method which was being followed in the United 
states. We had also before us the radical suggestion of Prof N Kaldor 
thf depreciation allowance, capital allowance at 
Ipr, f;^ t ^ fT" the capital cost might be allowed in the 

verv first year of the acquisition of the asset. We have carefully consi- 
dei^ed the relative merits and demrits of the various methods. We are 
in favour of continuing the existing method of allowing depreciation on 
the wntten down value for assets other than ocean-going ships. 
Tin i f conforms closest to the accepted principles of accountancy 

wrhlen off Tn in“ ^ince the larger part of the cost is 

written off in the initial years, the risk to the business or industry is 

also, con.sidei ably reduced. This method secures, automatically, that de- 
preciation in excess of the cost of the asset is not allowed. Ocean-going 
■ships, however, iall m a special category and as such ships are com- 
paratively few maintenance ot detailed records for each ship would not 
present any difTiculty. ' \ 

3.9. It was represented to us that the computation of depreciation 
allowance on months of user’ basis led to avoidable waste of time and 
energy of the a.s.ses.sees and Ihe Department, without any cominensurate 
revenue g;un, even in stray cases. It involved keepine of minute de- 
tails about the u.se o! the a.sset. We feel tiiat this is true to .some c'xtent 
However unless there is some chi'ck on actual user of an a.sset denre- 
ciation allowance is liable to be abused. We, therefore, suggest Ihat 
dep) ecLatiun (it f uli rates should be alUnrcd, iu resDect of an asset leJvch 
has been used^for the busmess for .sir months or‘ more' durmc, the ‘nre- 
i.nou.v year h or an asset wlneh has l>ee)i used for more tha'n a month 
but le.ss than six montns. depreeiatiou should he allowed at half of the 
presenbed rates. No depreeiattori should he admissible as regards an 
(wset winch has not been used for a total period of more I hart 'a month 
(iUTing the ' prei' tous i.fear . 

o.IO. It was suggested in some of the representations that the 
present rate schedule and the ealegurisat :on of assets given in Rule 8 
ul the Income-tax Rules needed to bo suitably modified so as to bring 
them in tune \yito the latest de\a,'j<.)pme' g s in industry and technology: 
We understand that according to the existing pixicticc followed for 
effecting any variations in the rates, the Central Board of Revenue on 
receipt of any representation in this regard, makes due investigation and 
elicits the views of the concerned industrial interests, charnbors of com- 
merce, etc. After examination of these views, if the Board is satisRed 
aboiit necessity of any change ()r amendment, it makes that accord- 
This procedure is cpiite satisiactorij and may be coritinued. TIoiv- 
evep in future, before making nnu chaaqes or amendment s in this 
regard, the views of the Direct Taxes ' Central Admsorv Committee 
which we are proposing in the Chairter on ^Public Relations’ should be 
obtained and duly considered by the Board. 

3.11. Some difficulty is, at present, experienced by assessees in getting 
relief under Section 10(2) (vii) ot the Income-tax 
Act when the assets had been purchased in one lot 
Balancing depreciaiicn siibsoquentl v on:' of them only is sold. In SUch 

or profirundur Sect on cases, it becomes dimcull for the assessees to ascer- 
ic( 2 Xvii^c^ Income- tam the separate cost of that asset and also its 
wiatten down value af the time of sale, for the pur- 
pose of write off in the books of account. If the 
assessee fails to writ' off the amount, he is not en- 
titled to the benefit of balancing depreciation allowance. In order to 
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. justification for this distinction and VecSnmS 

be applicable to furniture also We note th-n reer f 

effect was also made both by the Income- ax 

and the Taxation Enquiry Commission. ‘ .Ration Comnussion 

10(2f (S S^^e'Em^ta^^^'i 

that tho balancing dop^:Jnn-;i,lI,^rgroK;:;llcl' S'rcc" 7”’ 

or gam respectively. We are of the view t' tV ttn„ f 

matter is quite equ„.,blc an',, „n oLu:;;; ,i:’;''„;'’.g '™Sd V '''.‘i 
that such a claim cannot be iustife'd when Ihe b'ls'ii' r n • V ^ 

elation is ‘written down value’ whi^h i^vo res !.h t depi e- 

^tcif^ss ti;:. ;';:s 

3.15. Some witnesses represen tcxl that in the case of preniises taken 
Leasehold premises. , i,’ ';’'■ ,1' business purposes, depreciatidn should 
tions made by the aLess^rto The''cS?s wa of addi- 

owmg to certain legal or other difficulUes thr^ premiss leruirr f 
bmnness could not be purchased by an assessee who had pmdV^ 

s/=eE&«S“' !r Sir »iS‘s 

theTisor inequitable, particularly when 

ne lessor also did not get the benefit. We are impressed hu fi>'s r--,,. 

tention and suggest that, by executive instructions, reoair eZJ^^es nr d 
normal depreciation allowances on alterations or a'dd.itions made' bn rhn 
lessee to the leased premises which are used for the nurnoses oi huift^ I- 

to°wS\T allowed in his assessnIerU 'to the ertent 

he^^fh. ^ ^uottld haue been entitled under the Income-tax Act ' had he 
been the owner of the premises. This conce.ssion should be avA^hle 
be ^aivej'^^ Period of the lease. Any residual depreciation which cannot 
sLS lot t^nab..orbed. oufinp to the termination of thfuasc 
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3.16. Certain difficultie.s arising out of the conflict of method of cal- 
,,, ^ culating depreci 3 tion laid down in the Electricity 

^ 1948 and that followed under the 

rp ^ .. n -r.! ^^come-tax Act were brought to our notice by the 

Federation ol Electricity Undertakings . of India. With the withdrawal 
extra depreciation allowances in the Income-tax Act the 
difference is now narrowed down to two points. First, the basis pres- 
cnbed lor charging depreciation under the Electricity (Supply) Act 
either the ‘straight-line’ or the ‘compound 'interest’ method 
whereas under the Income-tax Act, ‘written down value method’ is fol- 
iowed. Secondly, extra depreciation which is allowable under the 
ncorne-tax Act in respect of second shift working is not taken into 

7sun?dvf’Apf depreciation under the Electricity 
(Supplj) Act 1948. These differences a.ssume importance because the 
charges or elecdricity supplied to consurners have to be. adiusted 

periodically with reference to the book profits which are arrived at after 
allowing the depreciation calculated on the basis laid down in the 
Llectiicitv (Supply) Act. It was pointed out that the difference be- 
tween the two methods affected the eleetricity undertakings, adversely in 
subsequent years when the assets became old, and the depreciation 

fn ^’^‘•'O'^^e-tax law was lower than that calculated on 

the basis laid down in the Electricity (Supply) Act, and they had to pay 
higher taxes without being entitled to increase the charges for electricity 
supplied to consumers. We are of the view that the best solution, for 
this difficulty lies in suitable amendment of the Electricity (Surmlu) Act 
m "'ll 1 P^de for appropriate reserves of depreciation in ear liei years. 
We find that the Taxation Enquiry Commission h.?.d also made similar 
recommendations. 

% 

DEVELOPMENT REBATE 

3.17. Development rebate was recommended by the Taxation Enquiry 
Legislation. Commission to be granted to selected industries with 

.. a view to stimulate the expansion and development 

ol production enterprise. It suggested that 25 per cent of the cost of 
all new assets in the selected industries should be charged to revenue in 
lieu of the initial depreciation allowance, and this allowance should not 
count in determining the total depreciation allowable. The Commission 
expressed the view that this rebate should be available for all purchases 
of fixed assets, whether intended for replacement or extension and to 
new as well as existing concerns in the industries selected. Two 
criteria were suggested by the Commission for selection of industries 
for grant of development rebate, viz., (a) the importance of the industry 
concerned from the point of view of national development and (b) 
the extent to which the industry was unlikely to be developed if left to 
the voluntary efforts of private enterprise and without any special 
stimulus by way of tax relief. The Commission was, broadly,' in favour 
dus*t*^’ concession to the producers’ goods and capital goods in- 

3.18. This recommendation was accepted by the Government in a 
modified form and a new clause viz., (vi-b) 'was inserted in Section 
10(2) of the Income-tax Act, by the Finance Act, 1955. This clause 
provided for a development rebate at the rate of 25 per cent of the 
original cost of machinery or plant for the year of installation, provided.! 
the machmery or plant was new and had been installed after 31st 
March, 1954, and w.as used wholly for the purpose of assessee’s business 
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and the particulars prescribed for preferring claim for depreciation 
allowance had been furnished. Development rebate was to be granted 
over and above the full recoupment of the total cost by way of depre- 
ciation allowances. The rebate was not restricted to any particular in- 
dustries, but was available for all new plant and machinery installed. 

3.19. It was observed within a short time of the working of this pro- 
vision that the concession was being abused and the savings in tax on 
account of this rebate were being frittered away by expenditure or dis- 
tribution in the form of higher dividends etc. As this was not in con- 
sonance with the object underlying the grant of the rebate, the alir'WcOi- 
ce o; the rebate was made subject to fulfilment of certain conditions 
which were prescribed by the Finance Act, 1953. The restiictions laid 
down were as follows : — 

ta) An amount equal to 75 per cent of the development rebate 
admissible should be debited to the Profit and Loss Account 
of the relevant ‘previous year’ and credited to a reserve 
account ; 

(b) During a period of ten years next following, this i-eserve 

should lie utilised only for the purposes of the assessee s 
business. The reserve could not be utilised for distribution 
by way of dividends or profits or remittances outside India 
as profits or for the acquisition of assets outside the country; 
and 

(c) The asset on which this rebate was allowed should not be sold 

or otherwise transferred by the assessee (except to Govern- 
ment) before the expiry of ten years from tlic end of the year 
in which the asset was installed. 

If any of these conditions are not fulfilled, either the development rebate 
is not allowed to the assessee. or, if initially allowed, the rebate could be 
withdrawn by rectilication of the assessment under Section 35 of the In- 
come-tax Act. 


3.20. Lest these restrictions should be construed rather harshly by some 
of the assessing officers, the Central Board of Revenue 
Administrative issued elaborate instructions regarding their import 
difficulties. extent. However, quite a few practical difficul- 

ties connected with the grant of development rebate in the face of these 
recent restrictions were brought to our notice. We discuss them in the 
succeeding paragraphs. 


3.21. It was represented' to us by some chambers of commerce that 
75 per cent of the development rebate, which was required, at present, to 
be funded in the year in which it was claimed, should be allowed to be 
spread over a period of ‘eight years or so, particularly in respect of new 
companies. We do not see any justification for making any such change, 
because it goes against the basic principle of the restrictions. 


3.22. We were told that considerable hardship would be experienced on 
account of the condition that, for the allowance of development rebate, 
the asset should not be sold or otherwise transferred to any person other 
than the Government for a period of ten years. This period, it was stated, 
was too long in respect of certain categories of machinery and plant which 
became obsolete quickly owing to swift technological developments. It 
was also pointed out that there might be circumstances like amalgamation 
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of companies which necessitate sale or transfer of assets, on which deve- 
lopment rebate had been allowed within a period shorter than ten years 
It was, there ore suggested that in such cases, the period of ten years 
should be relaxable. There is some force in this Lggestion and u;e 

‘^aht vra '! Period of ten years mSy be reduced to 

TtdHOe i f th It coiu:ession of non-unthdraival of the 

/n 'r' T ^ , should be extended to cases of 

, ' Companies, stcitutor]; corporations and -puhlic uiiliUi 

/'?/ /ocfi./. au1}wr^ties or State Governments. Similar^. 

ahsorption of one company, by amial- 

vtcn!'m 'fn<-l,>!nT! T? ''' shmatd not lead to disentrlle- 

or anil part oj tiic deiH^lopnient rebate. 

ypj bnclcr ihe pfcsenl law, if a ficn!, which has been allowe,! develop- 
v-'i'is '"'d madiinery newly installed bv it. con- 

; 'l : PP 'Vil! be forfeited, oven 

ciiKi ,i;!miitKs may be pass-'d on, in toto. liy Hu' firm to 

>'p -* vo-qudnbie and ! odd 

)" " "V' o; r/us rcbme. ;f n h; icuhdrau-:; m dhc mme of a 

PP Cfymrnnn;. the skare cdn- 

P.P,: :P.. P'''“ -‘'’I' ■•■cmainiug the same or more. in order to 

PP.f 'Po" r’'’""! 1 'It- animml kepi as 

cornm.nv aid '''' limited 

did. ill', .'i V 'ii i ns sucii. under the .same eon- 

“ . dd’'* to the hrm, IT.d it conlrnued. If 

c^'C lnt,;,(C(/. li'e recroma cad !li 


CO ' 




sn 


■ he rebate rlnnild noi he 


s! a. i 
rein 


•''■■•t';-'* e' there shonid be a acucral j>y, :ri;:ioi> in r';,.- 

^^'terd o: Kcrrrnc. rcsldiuirii powers of 
: " ' ""i'";';'- rioootiiow tor cntulctncpt to deveinjtvi ent r‘’bnte 

C.li- Cy- ■C.)iC ^ (‘(tSd’S Klli-.n lO -1, , , C t - <./U . l.. 


v:, bneh sesidmo-y jxiwer.s W'i.) , 

‘',',■..,1 lieiemif-' j.', iji.' eondition r •ii.'i'-'d'''''.' • 

n: ihe ass(‘t w iihin ten yemvs in ihe ease 





■ 

■bcrit V, 

Pltll tOild to t>v.S 

come oiiSoleU.^ 

tl' 

t ) i ) i 

ei..uij{,i: 

ricic’ ('to I: wil 

1 lie diiTicnlt { 

r:i 

a ! 11 i c' 

’ I C'.'’ f ; 

and h.c best esAurse would fio 

* ' 

Brv 

(01 lie I 

n repu late this, f 

ay rule or oth 


3.2 b 

. In cci 

0 / companie 

'S l(-Jl\(ll (icon 

dc 

i ■ C r f ' ' 

onoii 

!'ebat(' bal. ndui 

- ' 

01 iru‘iir orcri 

pc 

rtod 

T 

0 } ten 

year:-; during ir 

'hieJi The varu 

"'C- 

■xite 

ope ra: 

c. !!:e rebar e .should nor be ir 

rc: 

od.c 

ni the 

lery o\ Ja.v. 



■i nle the Central 
es-obihilion on sale 
oi maciiinei-y and 
s lOii, e.;/., air- era its, clec- 
.'ide .such cases in the 


in regard to the 


uPd% 'or 'lOmfr'fM' re|,res(vr, ted to us that the wording 

nemg diiTerentiVimi;.;;:^ Iwthe 

r a- " ';'’rsi-lerar)le hUgacion. I'he Departnient’s view of insCflla- 
i^ vw'''r' it should be fixed to the earth, Acco^rd- 

ti-wu’.rs Ip"' w development rebate for motor vehicles 

jttdgmentsC the Bombav Hieh 
- c,, cxpr(.-.,(,J the opinion that installed’ does not necessarilf mean 

Bros’ f('y^ 9 ) 36 I.T.R, 580J C.I.T, K,. Lever 



‘fixed in position’. According to them, if an asset is ‘inducted’ or ‘intro- 
duced’ and used for business purposes, it is entitled to development rebate. 
We suggest that the intention of the legislature unih regard to the ivord 
'instalied' should he clarified beyond alt doubt by suitable amendment of 
the Income-tax Act. While we feel that development rebate should not 
be admissible for such conveyances like cars, etc., in respect of which the 
personal use is often indistinguishable from their business use, we are of 
the view that the rebate should not be restricted only to plant and 
machinery which is fixed to the earth. DeiJelopment rebate should also 
Oe alloivable in the case of mobile plant and viachinery such as earth re- 
movers, cranes, bulldozers, aero-engines, coal niiiilug machinery etc. We 
also recommend that trucks and, tractors and other uiachinery 'which are 
used exclusively in connection with mining operations should be entitled 
to development rebate. No such ret)ate should, liowever, he allowed on 
trucks and tractors used in businesses other than mhiiiig. 

3.27. A tew doubts regarding ctudain implications of the restriclions 
on the grant of dcvelopmont rebato were raised by certain wi messes. 
Some of Iho'.o doubts were more imaginary than real. Still we will 
briefly roioi' to them here, as tlaw' have come fi‘or]i quarters which matter 
in the field of taxation. • It was feared that on a st]‘ic:t interpretation of 
this clause, development rebate rniglrl not be allowed ii'i case machinery or 
{)lant was installed in one year and it started operating in tlie subsequent 
year. It was also staU^d that if llie provisions in this clause relating to 
the carry-forward of devc1o}:;ment rebate were strictly construed in the 
light of the ob-'SV'vat ions of tho Supreme C juris" any devc’lopmeTV 
j'ehale remaining unabsorbod in a year of loss or no income, would not bo 
allowed to be carried forward to the following yeai'. Sdll another feai" 
('xprrs'^ed was th-rt if 75 P'?r c(‘nt. of the deveiopmemt rc’bate, which v/as 
to be set apart as reserve to be utilised in assesseo's business, was not 
recfuired for the needs of that business and was instead kept in Goveian 
rnenl secu]*ities or in a fixed do|iosil in a Scheduled Bank, the develop- 
ment rebate allowed would be forft'iied. It was furtlier stated tliat in a 
case where tlie total income, according to the calculations of an assessee 
entitled to development rebate, was less than 75 per cent, of the rebato, 
and he could not, for obvious reasons, set apart the requisite reserves, he 
would nor got the benefit of allowance for the default of not having pro- 
vided the :reciuisite reiaarve, if the total iricorne as computed in the 
assessment was equal to or higher than 75 per cent, of the rebate. 

3.28. We find that the elaborate instructions issued by the Central 
Board of Revenue on this subject, to which wo have made a reference 
earlier, allay all the fears expressed in the preceding paragraph. Thus, 
it has been specifically provided in these instructicnas that where the 
machinery or plant is installed in one year but is brought into use in a 
subsequent year, the development rebate should be allowed in the year 
in which the asset is brought into use. It has also been emphasised that 
where there are variations between the total income as computed by the 
assessee and as determined by the assessing officer, such variations should 
be ignored, unless additions made bv the assessing officers' exceed the 
returned profits by ten per cent, or Rs. 25,000. Where the additions ex- 
ceed this limit, the assessing officer should ask the assessee, in writing, 
to make, within a month, adequate additional reserves in the current 
year’s accounts. Only if the assessee fails to make such a provision 
within this period, would the development rebate be disallov/ed. We 

’'•Anglo French 'Fcxtile Ivd. Vs. C.T.T. (23 I.F.R. ^3). 
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were issued to^^chJmbere ^S^TOmmercrind 

bad debts and irrecoverable loans 

3.29. Section 10(2) (xi) of the Income-tax Act provides that in the 
CL.n, oraOcance P££P{deb?sl"?^^^^^^^ ^ 

sss sri£STR ^ 

irrecoverammv o? debt p tbe fact and extent of 

large number-„f witnSis tl ■ t thii Jtf before us by a 

assessing oflicer to the d£advama» ^,T by the 

bad debts were negatived as heinti' rM « ' and the claims for 

or another. This pS\^e ££ses of reason 

a time he is denied the benefit of thi« ?.i ^ difficult position and many 

High Court has referred to sonm of Bomba^ 

judmenls ,,„d the following c-x-tracts fr<™ them 

.tsn Sj,,;;’ - s SpS-T? “'-°i 

man find.s himself in ibiQ nxo., lotrcioie, the busine.ss- 

altheURh thi, £ a tenmL- 'Iwl 

time or other ha.a btcome irrecovm tbie lind ^h“ h'*'* 

received it, vet bv a ‘^tronoY. ,-vrr . / has never 

bad debt as a deduction ^ ^ ^ that 


T;^£g\ 5 £thOTitv’the^necefsRv Government and the 

whereby it would be n££n m i T in the law 

the debt is held to be irrecoverabfe i 

permit a deduction in some lafe^^vLr in 

dSrbelLesTrLcC^^^^^ that ^therlffid"£r Sa^a 

finding of fact that finding n Particular year, that is a 
ment years has already been concSd^ If thn 

dnctim.^l! wh^c*7he^“"“?L‘’mJed i^Taw^Thi- ''F” 


-.Mi, »»„d.rT,ib;,,,.„d.,:B„mb.y vf 
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he has to proceed in the manner laid down in the Act and 
the Act does not give him the necessary relief in the parti- 
cular situation in which he finds himself ” 

(b)*“ As we had occasion to point out before, the 

present Income-tax law with regard to bad debts makes the 
position of the assessee extremely difficult. He may write 
1 off a debt in a particular year and may claim it and the 

claim naay be disallowed. In the next year he cannot make 
that claim because it would be urged against him that he did 
not write off the debt in that year. Therefore, the assessee 
always finds himself on the horns of a dilemma and it is 
the duty of the Pepartment to take a sympathetic view 
of the matter if in fact the debt was never recovered. 
Therefore, if the debt was not allowed to the assessee in the 
year of account, there is no reason why the Department 
should not consider allowing him this debt in the next 
year when admittedly the debt became irrecoverable, al- 
though the assessee may not have written it off in that year.’’ 

3.30. We have discussed this issue with the taxing authorities also 
and the above impressions are corroborated by them. We jeel that when 
the fact of a debt hairing become bad is admitted by the Department, ^ 
it is not proper for the assessing officer to disallow it on 
purely technical grounds. We note that the Law Commission also exa- 
mined the provisions relating to the allowance of bad debts, in the 
light of these practical difficulties and have made certain recommenda- 
tions. We agree generally with these recommendations and 
consider that they should be accepted. In our view, if the 
assessing officer is satisfied about the genuiness of a had debt, he must 
allow it either for the ^previous year’ in respect of which it is claimed 
or for any of the earlier 'previous year’ in which, according to the 
officer, the debt had actually become had, provided that such earlier 
'previous year’ is not more than four years anterior to the 'previous year’ 
in which the debt is claimed to have become bad and actually written 
off. Tt follows that the assessing officer should give, in the assessment 
order for the year in which a bad debt is claimed by the assessee, a 
specific finding as to when the debt became bad and the assessee should 
have the right to prefer an appeal against this decision. In other words, 
the assessee, in his appeal against the assessment, would be entitled to 
contend that a debt should have been allowed not in the year in which 
the assessing officer had held it to be allowable but in any of the other 
assessment years falling within ,the four years’ period aforementioned, 
irrespective of the year in which the amount had actually been written 
off. The appellate authorities should give n definite finding as to the 
year, within the four years’ period, to which the bad debt relates. The 
effect of the appellate order should be given by the assessing officer by 
rectification of the relevant assessment order under Section 35 of the 
Income-tax Act. The above considerations .should equally apply to claims 
of irrecoverable loans: 

3.31. We also recommend that in cases where the assessing officer, 
finds that the write off of the debt is premature , he must make a specific 
note in the assessment records and allow the bad debt in the relevant 
year irrespective of the fact that the debt had, actually been written off- 
in the earlier year. 

♦M/s Karamscy Govindji, Bombay Vs. C.I.T., Bombay City. (i957) 3i k LR. 958. 

410 C.B.R. 
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3.32. While on tljis subject we may refer to the representation of the 

ss‘;iiS”HHSr!E“ 

E’’“'K’'’7'T''fv"’'’''““^^^^ 

Sef:S'\t“ls?eaa,“rat:u'"S>^ 

India exercised sufficient control on the public h-oilcincf ^ Bank of 
which had to send to the former a number mmdi'is f the r ^ 

Sheets giving elaborate details as regards loS Jdtnce etc fhe n" 

aTut'i'L^TS”'"* dcHaii; 

fin ^hat there is a good deal of force in the contention 

that, for the purposes of bad debt claims, public banking commnies 
should not be treated at par with an ordinary mon™fder 
of the view that while these cowpames .‘dioidd coutin77 7o £rni,VZi^7 
giving particniars of all writes off ivith the names and address'ef of 'Jf,’ 
defaulting debtors, amounts advanced, amounts recovered amount- 
written off, steps taken to recover, reasons for ivnuloff He thTa^- 
stng ojhcer should not exercise any nieticulous check oiJer them 7 ior call 
fhl> information except in cases 7vhere he has reasons’ to doubt 

the genuineness or the correctness of the write off. ^ 

MUTUAL ASSOCIATIONS 

now consider the administrative difficulties experienc- 
ed by mutual associations in their assessments. A mutual association I's 
usually organised or conducted for the benefit of its members ft/ 
ane^ reciprocal aid and assistance amongst associates and further- 

ance of a common cause. A mutual association should by its verv 
nature, be exempt from income-tax on the well-recognised principle ^ha^ 
no one can make a profit out of oneself. However, for earning this 
exemption the association must fulfil the very essence of mutuality 

contributors of the common fund and the 
participators m the surplus. If the participators are even partly different 
from the contributors, there is no mutuality left and the income of the 
^sociation becomes chargeable to tax. The Income-tax la^ has, how! 
ever, made certain inroads in this concept of non-taxability of Aiutual 
transactions. Section 10(6) of the Income-tax Act provides for taxing 
the remuneration received by a mutual association from its memberf 
which IS relatable to some specific services performed by it from them. ’ 

3.35. In the case of mutual associations carrying on both mutual 
Allegation of and non-mutual activities , income from these acti- 

c.xpcnditurc. yities has to be computed separately, as only the 

mcome from non-mutual activities is taxable It 
was represented that there were many practical difficulties in this segre- 
g tion, as the expenses were mixed up and it was sometimes well-nigh 
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impossible to allocate them specifically to mutual and non-mutual acti- 
vities. The Department usually follows the practice of allocating the 
non-specific items of expenditure which cannot definitely be related to 
any of the two activities in the proportion of receipts from them. So 
long as the mutual activities yield a surplus, a mutual association does 
not feel the burden of tax on the income of non-mutual activities com- 
puted on this basis. However, in other years wheji there is deficit in 
mutual activities but surplus in non-mutual ones, and in the net result, 
there is an overall deficit, the mutual association certainly feels the 
pinch of tax on non-mutual activities. 

3.36. We find that both the Income-tax Enquiry Committee, 1936 and 
the Taxation Enquiry Commission had examined this issue. The former 
recommended that long-term administrative arrangements may be 
entered into by the Department with such associations whei^eunder the 
associations would be taxed on the entire surplus of receipts over out- 
goings Vvithoul allocation. .\:uiual subscriptions paid by the members 
should, under this arrangement, be allowable deductions' in their hands 
and the surplus distribv't-?d by the association should be allowed as a de- 
duction from its income but should be taxed in the hands of the reci- 
pients. We agree 'loith this siiggesiin i and reeonimerid that Govern- 
•merit , should taJee appropriate steps for entering into suitable long-term 
administrative arrangements with the chambers of commerce, trade and 
professional associations along these lines. 

3.37. We may mention here that we duly considered the suggestions 

Cliambers of made for altogether exempting chambers ol com- 

Commcrcc. merce from tax by a specific provision in the Act, 

as is obtaining in the United States of America 
We do not agree loith the suggestion, since we are of the view that the 
present law which generally restricts the taxation to non-mutual actwi- 
ties is quite fair and equitable and that the long-term admindstr alive 
arrangements ivould remove most of the difficulties now experienced. 


SECTION 23A COMPANIES 

3.38. The law relating to taxability of what have generally come to 
be referred to as “Section 23A'' Companies, has seen many changes and 
vicissitudes during the recent past. The object of Section 23A of the 
Income-tax Act is to secure that there is no avoidance of super-tax by 
shareholders through the retention of earnings in closely-held com- 
panies which, being separate entities for tax purposes, are subject nor- 
mally to lower rates of super-tax than those applicable to shareholders 
in the upper brackets of income. This problem which is faced in almost 
all the democratic countries of the world, has, broadly speaking, been 
tackled in different tax systems in two ways, inz., 

(i) where undistributed profits accumulate unreasonably (the test 
being different in each country), the profits are deemed to 
have been distributed to the shareholders. The tax lia- 
bility in such an event is on the shareholders unless they 
are unable to meet it; or 

(ii> an additional tax is levied on unreasonably accumulated 
profits, this tax being paid by the companies. 
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The former position obtained 
mendations of Taxation Enquiry 
over to the latter method. 


in India till 1955 when, on the recom- 
Commission*, the system was switched 


3.39. For the purpose of considering the administrative and procedu- 

ral difficulties encountered in the operation of this 
.Brief historical review Section, we will pick up the thread of its historical 

developnaent from the point the Taxation Enquiry 

Commission left it. That Commission considered the 
provisions of the then existing section in all its details and implications 
and made recommendations of a far-reaching character. These recom- 
mendations were accepted almost in toto and incorporated in a newly- 
cast Section 23A which was inserted in replacement of the then existing 
Section 23A of the Income-tax Act. The new Section also made certain 
other provisions which had not been suggested bv the Commission 
These latter provisions related to certain relaxa tions “in the matter of dis- 
tribution of profits and were along the lines of the provisions in the 

U.K. Income-tax Act. Sub-section (3) of the newly inserted .section 
provided that if, on an application by a Section 23A Company, the Com- 
missioner of Income-tax was satisfied that, having regard to the current 
requirements of the company’s business or its further development, the 
payment of a larger dividend would be unreasonable, he might reduce 

the amount of the minimum distribution laid down in the Section as he 

thought fit and also determine the period within which the distribution 
should be made. Sub-section (4) of the Section laid down that if a 
company, engaged in the manufacture or processing of goods or in the 
gerieration or distribution of electricity or any form of power was dis- 
satisfied about the decision of the Commissioner of Income-tax, it could 
have the matter referred for arbitration to a Board of Referees consisting 
of two officers of the Central Government not below the rank of Joint 
Secretary, appointed in this behalf by the Central Government. The 
decision of the Commissioner or the Board of Referees as the case may 
be, was to be final as regards the matters concluded by it and no appeal 
lay to the Appellate Assistant Commissioner or the Tribunal and no re- 
ference could be made to the High Court against the decision of Com- 
missioner or the Board of Referees. 

3.40. These provisions dealing with the powers of the Commissioner 
and Board of Referees were repealed in 1957 by the Finance (No. 2) 
Act of that year and simultaneously, a distinction was introduced bet- 
ween industrial and non-industrial companies in the matter of percentage 
of profits which had to be distributed if the levy of the penal supertax 
was to be avoided. Broadly speaking, the percentage fixed was 45 in the 
case of an industrial company and 60 in others. In the case of invest- 
ment companies', the percentage continued to be 100. This Finance Act 
also deleted the t^rovision relating to the carry forward of the undis- 
tributed profits of any year in excess of 60 per 'cent of the distributable 
profits of that year, to the succeeding three years for set-off against the 
deficiency of distributed profits. In 1958, a minor amendment was 
made to this Section which laid down that the Income-tax Officer should 
not invoke its provisions, if he was satisfied that the payment of a 
dividend or a larger dividend than that declared would not have resulted 
in a benefit to the revenue. In the Finance Act, 1959, in consequence of 
the rationalisation and reduction of rates for company taxation, the 
statutory percentages for distribution purposes have been increased to 50 
and 65 respectively, for industrial and non-industrial companies. 


♦T.F.C. Report Vol. II, Chapter ii. Pages 180-185. 
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3.41, The statistical information regarding ‘Section 
Statistical dati given in Table 1 below makes an 

ing : — 


23A' Companies 
interesting read- 


Table-1.— Assessments of ‘Section 23A’ Companies 


rinanc al year. 

1955-56 

1956-57 

1957-58 

195S-59 

No. of assessments of companies comp- 
icted. • . . . . 

17,103 

19,853 

19,110 

19,741 

No. of Section 23A Companies included in 
:])As%ageof (i) 

6.479 

(37-8) 

7,066 

(35-6) 

6,468 

(33-6) 

6,028 

(30-5) 

No. out of (2) where Section 23A applied. 
[As a %age of (2)] .... 

86 

(i- 3 ) 

114 

(1-6) 

178 

(2-7) 

188 

(31) 

Amount of addit onal ax demanded, (in 
rupees) 

17,58.767 

43.53,128 

p 

p 

CX3 

59,59,761 


Presuming th^t action to levy additional super tax was taken in all the 
warranted, these figures indicate that- most of the 
23A Companies’ conformed to the statutory percentages laid down for 
distribution of profits and that it was only in a small number of cases 
that the penal provisions of Section 23A(1) had to be invoked. 

3.42'. We now consider the various difficulties ventilated before us by 
several important witnesses. It was represented that the Section in its 
present form, requiring rigid enforcement of the statutory percentages 
laid down for distribution of profits caused considerable ‘hardship and 
had even impeded business and industrial development in certain cases. 
It was urged that some flexibility should be provided in the statute in 
this regard, because a number of circumstances and situations could 
make it really difficult for some companies to conform to the statutory 
percentages for distribution. For example, funds may be required for 
urgent replanishments, modernisation programme, rapid expansion to 
meet the sudden requirements of goods manufactured by a company etc. 
Again, there may be speculation losses or capital losses during the 
‘previous year’ owing to a natural calamity, and so forth. In such cases, 
distribution may have to be made out of capital which is prohibited by 
the Companies Act, 1956. It was, therefore, suggested to us that if the 
old provisions namely, sub-sections (3) to (5) of Section 23A, which 
were deleted by the Finance (No. 2) Act of 1957, were restored and 
the statutory percentages for distribution were scaled down to 45 and 
60 for industrial and non-industrial companies respectively, the difficul- 
ties would, to a considerable extent, be mitigated. 

3.43. We have considered this question carefully. The above sugges- 
tion appears to be untenable since it amounts to having the best of both 
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pre-1957 position should be restored in toto 
Bed i" '?”■ ??_ 


IrktagTfhJs iSn^The” 5fr?e„?a,«'’a;ri„“, ^ 

sonable and adequate and leave enoueh balaneo with th rea- 

meeting their canital remiirpmnntc tv. the companies for 

SmtS'i" Seclion^TsA'of tile 

e»«4 pro..,™LTSSri„SL?; 

lay of adm,n,otrat,ve diooretion for ritaoong these peromtoges 

Seclfon 23A,''or,hc °InSS'?f kcrtr‘“, ',’‘‘1“! "'“'r "’'’ “»P= 

this lequirement worked rather harshly and there^ir- the staiuforv 

would“mTunt tJ'defeatiiig t he° wry "object H'e^)f companies: 

the^i^ffewnces" the operation of this Section resulting from 

onn the computations of income made by the assessees 

and the as.sessmg officers were also brought to our notfee In c ,se tS 
difference between the amount which should have bLen distrffiu ed 
according to the assessing officer and the actual distribution made bv 
the company falls short of the statutory percentage bTmme than five 

fnw7"‘ the case of a ‘23A Conipai?y- (i Tt is In 

h™7^ company, it is ten percent instead of Le pS cent) 
the penal provisions of this Section become straightaway applicable Ind 

fmther ffistrlbSion "PPC'-tunity of making up the difference by 

ner aistnbution. The differences between the two comnijtatTnnQ 

on"thfSofth misunderstanding, or difference of 

ot the company. It may also happen that the asses- 
of arrives at a higher figure of total income owing to a number 

of additions made by him. It was represented that the mfrgffis STrroI 
of five per cent and ten per cent laid down for giving a eWe to thi 
SSfd"^ further distribution were rather low and should be in- 

3.46 These representations are not without force. We therefore 
suggest that the provisions of Section 23A (2) should be so ’ amended 
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i/— ^ wp statutory percentage, 

in t/ie ^sessment Zde hv the ^2(2), but 

total income is arrived nt ^»)/7 n - officer, a higher 

reason other than dehberatc conc^afm/nr"" 

of companies which'^madr dS^ribut/mi lacking 

tLitory percentage in one vear bn* n of the sta- 

in subsequent years were below the sta*n)^'^ istnbuiions made by them 

practical difficulties. Sub^Lection (6) ifSecti;)^^^?/^^^^^ 

Act inserted in 1955, which nhrr.rfnf^rf ^ inrrT , Income-tax 

carry forward of the excess distrihmlnn provided for the 

against the deficit in the amonn; .r T ^'or being set off 

subsequent years. It was represented^to^ nl°?h in fbe three 

law so stringent, Government should^ have providS^S '% 

was charged to penal sunertax in nnn < providedi that, }f a company 

and in a subsequent year the dittr!hnt- ''° distribi^tion 

percentage, the excess could be carded back Tntl the statutory 

supertax already levied and collected be ref imldto^thfr.^"''^'^ 
mis connction. it was suacested that ^ • j r company. In 

be fixed within which internal adkrtmem cf 

be made, so that the average Lfr h, ft itnt distributed could 

statutory percentage. We do not 3^0^^ f"' P^’^'^oribed 

bound to. create farther corSphcf ions tf if i’'"- 

We howPiiPv ih.! ^^^P^ioaiions and administrative difficulties 

ZliicmlTo/tke lZoJ,e\arZrZ (O of 

sterable, and that they should, t/fere/ot-e’f c ?eSored.“”'^ 

mvcstemnts i ”t*Sgn'*?o??S*fs‘^ 'whose cas'crthc •'avnig 

bySse"oo'SS‘'ThU'’ir„T;^^^^^ 

ap3y"ng ‘fhe slaluto?™ percmtalt SuKorap'an°e's ilo' 

ss? 

349. It wa.s represented that absence of any time-limit fnr nnoc.t„„ 
order under this Section gave rise to uncertainty and thn P' 
concerned had the Damocles’ sword always haJgLg over 
It true that the assessing officer has, at times to- wait for fiin t ®®ds. 
months, after the close of the company’s accounting' period hS 
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can know whether the distribution is short of the statutory percentage. 
This is the time-limit fixed by the Companies Act for holding the aimual 
gener.J meeting of the shareholders of the company for presentation 
of accounis and distribution of dividends. But this should not be a 
handle for keeping the action under Section 23A of the Income-tax Act 
pending endlessly. We understand that because of the lack of any 
statutory time-limit, some cases under this Section have been j^ndmg 
for over a decade. This state of affairs obviously calls for an effective 
remedy Accordinoly , we recominend that the time-limit fov passing an 
order under Section 23A of the Income-tax Act in cases of normal assess- 
ment should be limited to four years in the same way as for making 
assessments. Since the Act prescribes that no order under this Section 
can be passed by an assessing officer without the prior approval ot the 
Inspecting Assistant Commissioner concerned, and the latter must give 
an opportunity to the company of being heard before he gives his ap- 
proval, it would have to be adminii'ratively ensured that assessnaent 
orders in cases of ‘Section 23A’ companies are passed within a period of 
three or three and a half years at the most, so that a period of six mon As 
to one year is available for passing an order under Section 23A. We 
would Uke to make it very clear that the time-hmit for orders 
this Section, which we have proposed, should not apply to 'f™' 

panics whose assessments are reopened or made undu Section 34 of 

the Income-tax Act. , ' ' 

3 50. It came to our notice that, as a result of a decision fven by a 
Bench of the Income-tax Appellate Tribunal, the mep 
m-ticles of association of a company gave general discretion to the direc- 
t^fto allow or disallow transfer of its shares, was being in erpreted to 
m^an that The shares of the company were not freely transicrable. and 
therefore the provisions of Section 23A were attracted. We are of t 
lipw that this^is not a correct interpretation and, at any rate, it is 
farlhesf (rom the "nVentione ot thie legislate mat the assessing 
oPficer should really examine is whether, in fact, the shares o^ 
fnmranies were freely 'transferable during the 'previous 5 em - He 

3d not he merely guided by the o^^' Revenue 

Hirpctors in the articles of association. The Central Board oi neveauc, 
wr^ndlrsAnd is also of the same view and has since issued instructions* 
A thS^ effect ’in order to put the matter beyond all argument, we sug- 
gest lLl the ici' iUelf may be .suttablp modified to br,ng oat th.s 

meaning. 

3 51 Many witnesses pointed out that the penal provisions of SecUon 
23A tog^heJ with excess dividend tax provisions worked ^^^he 

IhWSIsh'er l^e S3 fomStSS f cS„! 

Srb™ »3he r^«enee An, 1959, this dificulty is auto- 

motically resolved for tne fiitu'te. 

R9 A sucf^estion made in the course of evidence before us 

^ciZZe so ihltt me,, mm, not be in UuM be S'- 

of the Section. The views expressed by the department would be^^p^ 

plicable to the case on the basis of the facts stated, but if, 

.Central Board of Revenue Circular No. 12 -D of 1959, dated 1-7-1957 
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of assessment proceedings, the facte were found to be different, the 
Department would not be bound by the views already expressed by it. 
We commend this proposal to the Department for appropriate action 
through issue of executive instructions. 

SPECULATION LOSSES 


3.53. We next turn to the treatment of speculative profits and losses 
under the Income-tax Act. Distinction between 
Present Provisions losses from speculative transactions and other busi- 

nesses for the purpose of set off and carry-forward 
was, for the first time, made in the Income-tax Act in 1953. A new pro- 
viso added to Section 24 of that Act laid down that losses from specula- 
tive transactions could not be set off against profits from any other source 
but only against profits from speculative transactions and, if such losses 
in a particular year exceeded the speculative profits, the excess would 
be carried forward to the succeeding years for being set off against 
speculative profits only. The necessity to enact a distinction between 
speculative losses and other losses arose, because quite a few instances 
had come to notice in which bogus speculative losses had been ‘bought’ 
by businessmen, with a view to reducing their real taxable income. This 
practice of buying and selling of speculative losses was being so cleverly 
managed by manipulations in the accounts of the assessees concerned 
that they became indistinguishable from genuine transactions. However, 
lest this .sweeping change in law should disentitle the .set-off and oarry 
forward of losses in genuine cases e.g.. hedging which had to be entered 
into by the very nature of trade, manufacture, etc., suitable safeguards 
were provided in the Act by means of the proviso to Explanation 2 of 
Section 24(1) of the Income-tax Act. In this connection, it may be 
mentioned that Shri C. D. Deshmukh, the then Finance Minister, while 
piloting this new proviso through Parliament, gave an as.surance that 
the new provision was not intended to hamper, unnecessarily, certain 
hedge contracts entered into in the normal course of business. He said: 

“The object of this other amendment is to exclude from the cate- 
gory of speculative transactions hedging contracts entered 
into by dealers and investors of stocks and shares and by 
members of the forward markets and stock exchanges to 
guard against loss which may arise in the ordinary course 
of their business. Now, it is necessary to exclude these 
transactions from the category of speculative transactions 
so as not to hamper unnecessarily certain hedge contracts 
entered into in the normaf course of business. 


I think I should take this opportunity of generally making clear 
what the scope of this particular provision is. It is not in- 
tended to hit speculative transactions as such. Here we do 
not take a view as to whether they are good or bad, although 
it is quite certain thaf certain speculative transactions are 
necessary for the purpose of stability of prices and other 
objectives which are recognised by economists. What we 
did want to avoid was the buying or selling of losses, that is 
to say fictitious transactions. But even after consultation 
with the representatives of stock exchanges we came to the 
conclusion that there was no direct way of defining, tor 
legal purposes, these particular transactions. Therefore, we 
Imve proceeded by the method of excluding what we do not 
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want to hit. In the Bill, as it is drafted, we have excluded 

/r? m’ln the common hedging transactions, that 

IS a mill buys cotton and sells doth. There are various other 
^ arieties of hedging transactions and after discussions with 
the representetives of trade and business 1 have come to the 
conclusion that they are also legitimate. One category of 
transactions is the one I referred to just now; a man wants: 

any loss in certain scripts he holds 
but he sells some other scripts which he expects will have a 
reverse nmvement. The object is to save that kind of tran- 
saction The other is where there are jobbers and brokers 

and oJiers it is their regular business and their ordinary 

tiansactions are not transactions such as we want to avoid 
namely, selling and buying of losses.”* ’ 

3.54 Some witnesses represented before us that the distinction bet- 
ween speculation losses and other losses should be abolished now because 
rigorous control on stock and commodity exchanges was being’ exercis- 
ed t)y the Forward Markets Commission and the practice of buying 
losses had almost disappeared. We are unable to agree with this view 

^ed to the enactment of this provision 
still exiot. To the extent this provision has checked and is still working 
as a preventive to such bogus transactions, its existence on the statute 
book IS more than justified. We do not, therefore, consider t'nat any 
chcinge is 7iecessciTy in the fuyidcinieutQls of the pTovision. 


3.55. An important criticism made by a large number of witnesses 
Definition of ‘Spec- Who appeared before us, had been that the a.ssurance 

ulat:vc Transactions ,^iven by Shri C. D. Deshmukh, with .regard to the 

treatment of bona fide hedging transactions as 
oidinary business, was not being duly implemented. It was seated that 
the spirit of the amendment had been lost sight of by the Department in 
the course ol administration of the proviso and that sometimes even 
genuine hedging losses were being treated as speculative lo.sse 3 . In this 
connection the distinction in the phraseology of clauses (a) and (b) of 
Explanation 2 to Section 24(1) of the Income-tax Act was brought to 
our notice. It was pointed out that while one clause made a reference 
to stocks held, the other did not and that some officers were talking a 
restrictive view and disallowing the deduction of hedging losses in com- 
modities other than stocks and shares, if they were not against stocks 
held but against purchases. 


3.56. We have examined the issue at some length. We find that even 
the Central Board of Revenue had put too rigid and restrictive an inter- 
pretation on this provision, which is not in accord with the spirit of the 
assurance given by the Finance Minister. It does not. therefore, sur- 
prise us that the assessing officers have also taken an unduly narrow 
view' in the matter and the genuine businessmen have been put to con- 
siderable hardship. We certainly appreciate, as we have done earlier 
the principle underlying the proviso, but we equally disapprove of its 
wrong application for denying genuine hedging losses. We feel that the 
solution to the tmrious problems lohich have been brought to our notice 
in relation to this subject can be found by exvandinq Exnlanation 2 to 
Section 24(1) so as to classify and exclude such transactions which 
should not come under the mischief of this Section. The as.sessing officer 

♦Parliamentary Dchatc>; (Pok .Sabha Offidal Report) page 4544-5, dried tSth April, T954. 
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whether a hedging transaction is genuine or not If 

ir . if sale of a commodity against 

stock of the i><ime commodity, the loss arising out of this transaction 

purview of speculation. We aho recommend 
that hedging transactions in connected commodities, for instance 'ione 
type of cotton against another type of cotton, one varietii of oilseed 
against another, gold against silver and vice versa, one type of arain 
against another should be treated, for the purposes of proviso to Section 
as hedging transactions, provided that the total of such hedqinQ^ 
sales does not exceed t^ie actual stock and purchase transactions. 


assurance given by the Finance Minister and 
the subsequent instructions issued by the Central Board of Revenue it 
is now well-settled, that speculative transactions in difierent comniodities 
and in different markets are to be treated as one business. Following 
the same principle, we recommend that losses in bona fide hedging 
transactions , entered into by a dealer or investor in shares against the 
holding of his stocks and shares, should be allowed, provided that the 
hedging transactions are upto the amount of his holdings, even though 
these transactions may extend to other types of shares not held by him, ' 
In fact, the hedging in such cases has necessarilv to be in shares other 
than those held by him. 


3.58. The hardship caused by a too literal interpretation of Explana- 
tion 2 to Section 24(1) of the Income-tax Act was illustrated to by a 
case where a dealer having ready cloth business entered into a contract 
for the purchase of lOQO bales of cloth from a mill on a forward delivery 
basis. Ultimately it was found that the mill could supply only 980 bales, 
the remaining twenty bales being rejected on account of some defect 
and the settlement was made between the dealer and the mill regarding 
these twenty bales by payment of difference in price. Tv was stated that 
even such a transaction was taken by the assessing officers to fall within 
the mischief of the Explanation 2 to Section 24(1) of the Income-tax 
Act on the ground that there was no actual delivery of the twenty bales. 
We are certain that this extreme view could never have been the inten-* 
tion of the legislature, while inserting the Explanation. Since inslonces 
of this type have been brought to our notice, we recommend, that the in- 
tentions of the Goimxnment in the matter should be clarified, by siviable 
administrative instructions. 


3.59. More than one witnesses represented to us that, for the purposes 

‘Straddle’ proviso to Section 24(1), hedging transactions 

Transactions entered into with parties outside the country were 
not- being accepted by the assessing officers at par with 
similar transactions within the country. We fail to see, much less to 
appreciate, any logic in this subtle distinction made bv the Department. 
We, therefore, recommend that these transactions should, if then are 
genuine, he accorded the same treatment as is given to hedainq transac- 
tions within the country, subject to the same conditions and safeguards: 

s 

3.60. Yet another Inequitious application of the proviso to Section 

- , , 24(1) relating to speculative losses was brought to 

notice. It was stated that if an assessee earned 
speculation profits in the ‘previous year’ and suffer- 
ed losses in other businesses in that year and he had incurred speculation 
losses in the earlier years which had been carried forward and were 
due to be set off against the speculation profits of the ‘previous year’, the 
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assessing officers sought to first set off the ‘previous year’s’ losses from 
the other business against the speculation profits, before setting off the 
carried forward speculation losses against the latter. We do not c&nsider 
that such a procedure is either reasonable or equitable. We recommend 
that administrative instructions should be issued on this point and if an 
assessee had earned speculation profits in a year, speculation loss, if any, 
of that year should first be adjusted against these speculation profits 
before allowing any other loss to be adjusted against these profits. 

REGISTRATION OF FIRMS 

3.61. A firm registered under Section 26A of the Income-tax Act gets 

; certain special concessions, both with regard to the 

Present Provisions amount of tax payable and the manner of its re- 
; covery. However, for getting such a registration, 

the firm h*as to satisfy certain conditions laid down in the Income-tax 
Act and the rules framed thereunder. Thus, the firm must be genuine 
and constituted under an instrument of partnership which should specify 
individual shares of the partners. It should apply to the assessing officer 
for registration within six months of its constitution or before the end 
of its accounting year, whichever is earlier. It should certify in the 
application that the profit or losses of the accounting period had been or 
would be divided or credited to the various partners. « The application 
should be personally signed by all the partners (except minors) and 
should be accompanied by original partnership deed pr a certified copy 
thereof. The tax benefit flowing from registration can be immense. An 
unregistered firm has to pay tax, like an individual, on its total income 
at the rate applicable to that income. In the case of a registered firm, 
no tax is levied on the firm as such, unless its total income exceeds 
Rs. 40,000, but the total income is apportioned among its partners, and 
the tax liability is placed on them at the rates applicable to their indivi- 
dual total incomes, including their respective shares from the firm’i^ 
income. A firm once registered under Section 26A of the Income-tax 
Act has to apply annually for renewal of registration. The application 
for such renewal, duly signed by all the partners individually, has to 
be filed with the concerned asses.sing officer, by 30th June of the assess- 
ment year. 

3.62. It was represented to us that this annual ritual of making an 

application for renewal of registration was an avoid- 
Kenewalof Regisirat on able formality which only caused unnecessary haras- 
: isment and hardship. The tax authorities were, how- 

ever, of the view that since registration and its renewal constituted a 
concession and a privilege granted by the statute, firms which were 
desirous of getting these benefits must fulfil all the legal and procedural 
requirements laid down for this purpose. They were apprehensive that, 
in the absence of an application for renewal, the assessing officer might 
not be in a position to know whether the firm had undergone a change 
in its constitution or a partner had left and so forth. We agree with the 
Department that the various conditions prescribed for first registration 
must be fulfilled by a firm, since the assessing officer has also to deter- 
mine then, whether the firm is genuine or not. But once all enquiries 
relating to its genuineness have been made and by virtue of its having 
fulfilled all formalities laid down under the statute, the firm has been 
granted registration, we see no reason why it should have to apply for 
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renewal of registration, year after year, despite the fact that its consti- 
tution remains unchanged. From the statistics furnished to us by the 
Central Board of Revenue, we find that 45,216 and 54,634 firms applied 
for renewal of registration during 1954-55 and 1955-56 respectively. Of 
these, as manj^ as 44,752 and 54,208 were granted renewal of registration 
in the two years respectively. Thus, renewal was refused in less than 
one per cent of the cases. These figures support the view that applying 
for renewal of registration is a mere formality which can be dispensed 
with without any loss to revenue. We feel that such a step will consider- 
ably remove the inconvenience at present experienced by asseseees and, 
save the time of the Department as well. We, therefore, recommend 
that once a firm is registered, there should be no obligation on it to apply 
for renewal of registration every year, provided that the firm files a de- 
claration along with the return of inconrie to the effect that there Jiad 
been no change in its constitution. As a safegurad to the revenue, we also 
recommend, that unless a partner who has left a firm intimates the fact 
of hw having done so to the assessing officer, he will contmue to reiriaw 
liable for the tax on his share of the profits. 


3.63. We were given to understand that the Department construed 

Other aspects the provisions of law relating to registration of firms 

too literally and registration was, at times, refused 
on account of minor technical defects in the documents, and applications 
presented for registration or in the procedure followed,. We feel that 
while the Department should be fully entitled to enquire whether a firm 
is genuine or not, the benefit of registration should not be denied to the 
firm on technical grounds. Without in any way intending to fetter the 
authority of the assessing officers for going into the genuineness of a firm 
at any time, roe suggest that the Department should point met techmeal 
errors, if there are any, in the document or the application for registra- 
tion and offer the partners of the firm an opportunity to rectify such 
technical defects within a month. This may be done administratively, 
and not by a specific provision in the law as recommended by the Law 
Commission, 

3.64. We may refer here to another aspect of the question of registra- 
tion of firms, to which our attention was specifically drawn by a large 
number of witnesses. For quite some time, considerable litigation had 
been going on, in the various High Courts, as regards the legal position 
for registration of a partnership which originated from a verbal agree- 
ment but where the instrument of partnership was exe^cuted later. 
There was a sharp difference of opinion among the High Courts regard- 
ing the import of the term “constituted under an instrument of part- 
nership” used in Section 26A of the Income-tax Act. An inter- 
pretation put by some High Courts on this phrase was that the 
partnership must be created and formed under a formal deed and that 
deed should be a recital of the formation of the partnership and not 
merely a declaratory memorandum of a pre-existing partnership. A 
contrary view was taken by some other High Courts. The expression 
‘under’, according to tKis latter view, was not synonymous with the ex- 
pression ‘by’ and, therefore, a firm which had come into existence as a 
result of an oral agreement was entitled to registration with effect from 
the date on which it came into existence, provided an instrument nf 
partnership was executed subsequently. The Tax Authority considered 
that registration should be granted for the full year if the firm was 
genuine and was in existence at the commencement of the ‘previous year , 
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even though based on an oral agreement, in case the instrument of mrt 
nership was drawn up during that year. The issue was veT much K- 
when wc received representations and recorded oral evidence The 
quts ion has, however, now been settled finallv by the Supreme Court* 

1 ' V ‘constituted under an instrument of part- 

nership^ include, not only firms which have been created bTan inS- 

woivl o. riiouih but have been subsequently clothed in legal form bv 
In^Xef d*" and conditions of the partnership in writing....’..”, 

undir - n f <^ourt laid down that if a partnership was formed 

eeJ- b,',* before or at the beginning of the ‘previous 

>ea. l.iu had been clothed m a legal form in an instrument of partner- 
.slip nil ling die course of that year, the firm would be entitled to regis- 
tiation lor the assessment year relevant to that year, provided the firm 
was genui.ne. From the decision read with the ‘rules regulating the 
pioeedure for registration ot firms, it follow.s that, in order to be entitled 
lo the beneht ot registration, a firm constituted under an oral agreement 
must e.xecute a regular partnership deed, in writing, within six months 
01 Lie dale ot oral agreement or before the close of its accounting year, 
whichrwti, IS earlier. Wc consider that this is a satislactorv solution of 
the difficulty. 

3.65. According to the present legal requirements, if one firm enters 

another firm to form a larger partnersh^ ah 
the paitntis oi the two smaller firms have individually to si.TO the nart- 
neisinp deed and the application for registration relating to the larrrer 
that this formality, which caused ‘ some practical 
difficulties should be dispensed with and it should be enough, ^for\hl 
purposes of registration under Section 26A of the Income-tax Act if the 
'^<2P’'‘''sentatiye partners from the two firms signed the deed 

consider that this is legally tenable, 
actually happens m such a case is that the partners of the two 
ot the larger firm, according to their individual 
ares. For the registration of the larger partnership, therefore it is 

when, owing to changes in the constitution of a firm either durffig ffie 
accounting year or thereafter, the firm as constituted at the timfof a|pt! 
mg for registration was different from the one or ones during that 
taTnT?fn""o‘^ We understand that, in such a case there was Snee?- 
S 4 Th '^‘^°^ber the partnership deed governing the firm as constitut- 
-ed at the time applying for registration or the one (or ones) operative 
■during the accounting year would form the basis for the JeSation 

alwTvs Iffear"fn'’‘'*”'b^ caused great harship at times, because there was 
th4 I f n registration being refused on the ground 

f 6^ ^ produced in time for registration. We 

feel that the most equitable solution for this difficulty would be to vro- 
y de, in the Act or the Rules, that the firm or firms as constituted durina 
the accounting year should he registered and that the demand should he 
raised apainst the partners constituting the firm or firmf ZZg year 


•MIS R.C. Minor & Sons.^Kj; C.I.T. [(r95‘9r 

'Moxi.l ' S 'pplv Co, Awam Vs. C.I.T. Assam. [(1959) 36 I.T.R. 242] 
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In order to safeguard the interests of revenue, there should also be a 
specific provision to the effect that, notwithstanding the provisions of 
the Partnership Act, the successor firm or its partners would be liable 
for the tax liability of the succeeded firm, or of its partners. This right 
should be without prejudice to the legal rights of the Department to 
i-ecover the tax from the partners of the succeeded firm. 


REOPENING OF ASSESSMENTS 


3.67. The provisions relating to reopening of assessments under the 
Income-tax Act have been substantially amended during recent years. 
At the time the Taxation Enquiry Commission examined the provisions 
of Section 34 of the Act, there was a time-limit of eight years for reoir^en- 
ing of eases, where income had escapeid assessment or had been under- 
assessed or excess relief had been allowed due -to failure on the pait of 
the asse.ssee to disclose all material facts. In cases where escapement 
or under assessment w^as not due to any fault of the assessce, the 
time-limit for reopening of assessment was four years cjniy. 
In any case the prior approval of the Commissioner for reopen- 
ing the as.sessir!ent proceedings by the assessing officer was neces- 
sary. The Taxation Enquiry Commission examined the working of the 
Section in the wider context of the problem of evasion and avoidance of 
tax an>l in the lieht of similar provisions in other countries of the w(.iiicl. 
It' suggested that', in cases of tax fraud, the time-limit for taking action 
under this Section should altogether be removed. As regards the other 
cases the Commission was of the view that the time-limit of four yeais 
should stay. It also recommended the deletion of the provisions rrtlating 
to the prior permission of the Commissioner ior initiating pioceedings 
under this Section. 


3 68 During 1954 and 1956,' Section 34 of the Income-tax Act was 
substantially recast to meet the difficult situation 
Recent Amendments arising out of certain pronouncements of the Supreme 
Court which struck down the material provisions of 
the Taxation on Income (Investigation Commission) Act, 1947. While 
doing so, the recommendations of the Taxation Enquiry Commission were 
also taken into consideration. The amendments made to the Section 
provided that there would be no time-limit for reopening of asse.ssmenffi 
in cases where the deliberate concealment etc., of income for one or niorc 
years was one lakh of rupees or more and, that such assessments would 
be reopened onlv with the prior approval of the Central Board of 
Revenue. However, no action could be taken for an assessment year 
prior to the year 1940-41. For other cases of deleberate concealment, etc., 
status quo was maintained as regards the time-limit for initiating action. 
The time-limit for completing the proceedings, thus initiated, in either 
category of cases was removed. As regards the remaining cases where 
the under-assessment, etc., was not due to assessee’s failure or fault, 
the condition of prior approval of the Commissioner to initiate the pro- 
•ceedings was removed. A newly-inserted sub-section viz., sub-section 
(1-B) "of Section 34 provided for settlements by assessees with the 
■Central Board of Revenue in regard to their tax liability in fraud cases 
relating to the period 194.1-48. 

3 69 It was strongly represented before us that there should be a 
finality to assessment proceedings at some stage 
Time Limit because the absence of -ny time-limit for opening 

dr reopening the past assessments caused interminiable haras, srnept and 
kept assessees constantly under the Damocl is’ sword for an indefinite 
length of time. It was impossible for them to retain books of account 
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and mass of vouchers for an endless period. The fear of reopening of 
the case at any time, it was pointed out, went on dogging them in their 
life time and, their successors thereafter. 


3. /O. Another aspect of the administration of this Section brought to 
our notice was that the assessing officers, many a time, reopened cases 
. gi'onnds and on the basis of insufficient information and 
that after initiating such proceedings they carried out fishing enquiries 
loi getting at some material for making a re-assessment. It was stated 
these proceedings had, subsequently, to be dropped because 
01 the lack of any material. In this process, considerable avoidable in- 
convenience was caused to the assessees concerned. It was pointed out 
that this position had come to pass owing to the refusal of the Depart- 
ment, in consequence of a judgement of the Madras High Court, to give 
to the assessees a copy of the reasons on the basis of which approval 
of the Commissioner for initiating action under Section 34 of the Income- 
tax Act had been obtained. It was also mentioned to us that even the 
Commissioners, at times, approved of such proposals without examining 
whether the grounds on which action was proposed to be initiated, were 
adequate. 

3.71. We made a careful study of these problems. We strongly feel 
that no quarter should be shown to those indulging in fraudulent prac- 
tices in tax matters and the tax dodger should always be under fear of 
and subject to being tracked and properly booked. We find that in 
U.K.**, U.S.A.**^, Canada** and many other countries** there is no time- 
limit for reopening assessments in cases of tax frauds. Again, we do not 
find any special mLerit or virtue in reducing the time-limds for initiating 
action in other cases. We are, therefore, of the view that the present 
provisions of Section 34 of the Income-tax Act, in so far as they relate to 
the time-limits for initiating action, should continue. For 'initUwting 
other hardships that were brought to our notice, we suggest that, before 
reopening an assessment, the assessing officer should intimate to the 
assessee the grounds on lahich action is proposed to he taken and the 
assessee should be given ten days' time to send his reply. It is after the 
consideration of the reply of the assessee that the decision to reopen the 
case under Section 34 should be taken or the Commissioner or the Central 
Board of Revenue should give sanction for action. This procedure would 
eliminate the possibility of roving enquiries on vague grounds and the 
Commissioner or the Central Board of Revenue would also be having a 
complete picture of the case before he or it passes orders on the assessing 
officer's proposal. Such a procedure is already being followed in respect 
of proposals which are to be approved by the Board, though a reservation 
has been made there, that in cases where the Commissioner considers 
that the intimation of these rea.sons would be risky to revenue, no such 
prior intimation may be given by the assessing officer. We do not think 
there would be many cases involving such a risk and, in any event, the 
assessee would know immediately on receipt of a notice under Section 


*The Presidency Talkies Ltd. Vs. The j^ddl. I.T.O., (aty Circle TL Madras [(1954) -5 
T.T.R. 447] 

•I' * Section 47(1) of the U.K. Income Tax Act. 

Section 6501 of Internal Revenue C(Kic of U.S.A. 

Section 46(4) of Canadian LT. Act. 

Section 172 of Australian Income-tax Act. 
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34(1) (a) what the Department is after. Therefore, in our opinion, there 
is no need for making any reservation of this type in the proposed pro- 
cedure. Our recommendation also implies that the assessing omcer 
should confine the re-assessment proceedings only to the points intimated 
to the assessee. 


3 7‘> The Bombay High Court held in the case of S. C. Brasher Vs. 
Vasantsen Dwarkadas’" that that part of the second proviso lo Section 
34(3) which provided for initiating action against any person other than 
the assessee in pursuance of any findings or direction contained m an 
order under Sections 31, 33, 33A, 33B or 66A of the 

void as offending Article 14 of the Constitution, since such ^‘"^lon could 
be initiated without giving that outsider any opportunity of presenting 
his version of the matter. It was stated that this irrterpretation caused 
administrative difficulty in the initiation 

nersons We are of the view that our proposal for intimating to a person 
thoXunds o,; which his case is lo be reopchod, before actua ly domg 
would resolve this difficulty. In this connection, we have also noted 
the recommendations of the Law Commission which, in effect, suggest a 
procedure similar to what we have proposed. 


3 73 We also agree with the Law Commission’s recommendation that 
in the case of an assessee who files a return or revis^ - return under 
Section 22(3) of the Income-tax Act, the Department should statutorily 
have at least, one year’s time, from the date of filing of such a return for 
completing that assessment. It can happen that an assessee file^ a return 
on the last date of the limitation period of four years prescribed under 
Section 34(3) for completion of asses.sments. In such an event, the 
Department shall have to complete the assessment on very day, 

failing which anv further action in that case would be barred by limitat- 
ion This difficultv has been duly appreciated by the Supreme Court 
in a recent judgment.f Accordingly we sxiqgest that Sechon 34 (3) of the^ 
Income-tax Act may be mutably amended along the lines indicated by the 
Lena Commission. 


3.74. It was represented to us that the provisions of the Income-tax 
Act with rei^ard to the reopening of assessments were 
vlver-asscsRmenis advantage of revenue only. The assessee 

could not claim reopening of an assessment for the same length of time, 
even though there had been over-assessment in his case by reason of some 
error or mistake in the return or statement made by him for the purposes 
of assessment. It was urged that provisions similar to Section b« ot the 
UK Income Tax Act, 1952 should be incorporated in the Indian Income- 
tax Act and the other direct taxes Acts, so as to put an end to the present 
anomolous and inequitous position. Section 66 of the U.K. Income Tax 
Act, 1952, int^r alia, provides for an application, tor appropriate reliei, 
bv an assessee within six years of the end of the assessment year in cases 
■where the assessment made is considered to be excessive by reason of 
some error or mistake or statement made by him for the purpose of 
that assessment. The decision of the taxing authorities on such appli- 


♦(1956) 29 I.T.R. 857. 

tC. IT. Ranchordas Karsoidas 1(19591 3 ^ T TR. s^o], 
410 C.B.R. 
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cations is appealable to Special Commissioners and a reference lies, to 
the High Court on points of law involved in the matter. 

3.75. We have examined this matter in the light of the existing pro- 
visions of the various direct taxes Acts relevant to this issue, and we 
find that there are adequate s£ifeguards already provided in these Acts 
for relief in cases of over-assessments. We are discussing these provis- 
ions in the next Chapter on “Appeals and Revisions”. In view of this, we 
do not consider that there is any need for incorporating, in these Acts, 
provisions similar to Section 66 of the U.K. Income Tax Act. 

3.76. It was suggested to us that the assessee should have a I'ight to 
get his case reopened in respect ol a legal issue decided against him by 
the assessing officer, if the High Court or the Supreme Court gave, sub- 
sequently, a ruling on the same issue favourable to the assessees. This 
proposal, it was suggested, was being made in view of the fact that the 
Department reopened cases on issues which were decided by the High 
Courts or the Supreme Court in its favour. We do not approve of this 
practice since it is a negation of equit\' and fair play. Likewise, we do 
not accept the suggestion that the assessees should -have a similar right. 
We are of the definite view that neither the ass-essees nor the Department 
should 'be enthled to reooen assessments olreadj/ conrluded merely because 
the High Courts or the fitnorenie Conn has. suhsequenily given, -a decision, 
which u'ns contrary to the tnew previously taken by the Department- 


TAXATION OF NON-RESIDENTS 

3.77. The determination of tax liability of a non-resident in respect of 
income arising or deemed to aiise through or from ‘business connection’ 
is a difficult problem, both legally and administratively. While taxing 
such a person, not only have the interests of revenue to be safeguarded 
but care has also to be taken to see that it does not hamper the foreign 
trade. From an administrative point of view, it is difficult to serve pro- 
cesse.s and sanction.s on the non-resident, and it:, therefore, becomes neces- 
sary to hold a resident person, having ‘business connection’ with the non- 
resident as ac'ent of the latter and make him responsible for the tax 
liability of (he non-resident nrincipal.. The various provisions of the 
Incom(?-ttix Act dc^linr^ with the tnx Jicibility of the non-residents 8nd 
their accents in India have been enacted, keeping these aspects of the 
problem in view. 


3.78. Section 4 of the Income-tax Act, inter alia, lays down the basis 
I.iabi’iiy. liability of the non-residents. It seeks to 

include in the tax-net all incomes accruing, arising 
or received or deemed to accrue, or arise or deemed to be received by 
me non-resident in India during the ‘previous year’. Section 42 of that 
Act amplifies and elaborate.s the income ‘deemed to accrue or arise’ 
within the taxcable territories, by listing five categories of such income. 
These are incomes which accrue or arise, whether directly or indirectlv 
through or from any (a) business connection, (b) property, (c) asset or 
source of income, (d) money lent at interest and brought into the taxable 
ten itories either in cash or in kind, and (e) the sale, transfer or exchange 
of a capital asset in India. A non-resident is liable to tax in his own 
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iiame or in the name of his agent. The agent in such cases is an assessee 
for all purposes of the Income-tax Act. 

3.79. Out of the above five categories of incomes, the one which is of 
the greatest importance is that which relates to 
‘Business Connection’ income accruing or arising frorn any business con- 
nection’ in the taxable territories. Read w'ith oec- 
’lon 42(3) of the Income-tax Act, it would be seen that only such pi o-- 
fits and gains as are ‘reasonably attributable to that part ot the opeiations 
which is carried out in the taxable territories are ‘deemed to accrue or 
arise in India. The term ‘business connection’ has, however, not been 
defined in the Act. The absence of such a definition has caused consider- 
able uncertainty as to its precise meaning and application. I here have, 
consequently, been several complaints of harassment as well as a good 
deal of litigation on this issue. 

3 80 It was represented to us that Ihi' term 'business connection’ 
should be statutorily defined so tiiat the liability ol 

their agents might be clearly and precrsely ascertainable. It was statea 
that the uncertainty inherent in the existing position acted as a damper 
on India’s foreign trade. It was also suggested that this Unm should 
embrace only ‘tmding in India’ and not ‘trading with India. 
chambers of commerce and trade associations also stressed that the pro- 
visions' of Sections 42 and 43 of the Indian Income-tax Act should be 
brought statutorily at par with the corresponding provisions ol the U.K. 
Income Tax Act.'" ' 

3 81 The Taxation Enquiiv Commission, which considered this ques- 
tion, was of the view that it was impracticable to define this term so as 
to cover ail possible transactions within a few well-defined groups. The 
difficulty at precisely defining this term has also been referred to in a 
recent judgment of the Bombay High Court. 

3 82 ‘Business connection’ is different from ‘business as defined in the 
Income-tax Act. Various judicial decisions have laid down certain 
broad principles for interpretting the term ‘business connection . It 
is now wel’-settled that three conditions must be lulfilled to cstab- 
li.sh a ‘business connection, uir.. (i) there should be a business m 
India- (ii) there should be a connection between the non-resident 
asses.'^ee and that business, and (iii) that the non-resident must have, 
directly or indirectly, earned income by virtue of or through such 
connection. Thus, an isolated business transaction between a non- 
resident and a resident in India, without any regular course ol 
ings does not amount to a ‘business connection’ and it does not attract 
the application of Section 42 ol the Act. ‘Business connection can be 
said to exist only if there is some nexus or continuity ol relation- 
ship between the non-resident and the resident so that an income accraes 
or arises to the non-resident from such connection. In cases where there 
is an element of agency between the non-resident and the resident, a 
'business connection’ undoubtedly exists. In the absence of such an 
agency, where the non-resident sells goods to or purchases goods 
isolated merchants in India, no ‘business connection’ as such is establish- 
ed. But the cases falling in between these two extremes give rise to 


’•'Sections 363 to 373 of the U.K. Income Tax Act, 19.52. 

♦’►e.rr. Vs. Evans Medical Supplies Ltd., [(i 959 ) 3^ I.T.R. 418]. 
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difficulties, for a ‘business connection’ can subsist even without avcegular 
agency or branch established in the taxable territories. 


3.83. Though the Taxation Enquiry Commission had concluded that it 
was irnpracticable to define the term ‘business connection’, it recom- 
mended that the Central Board of Revenue should issue comprehensive 
mstructions on the subject. We understand that the Board has alreadr 
issued detailed instructions in which it has been made clear that there 
would be no tax liability on the non-resident exporter, if the sales are at 
an arin s length as principal to principal, and the non-resident exercises 
no control over the principal in India. As regards the liability of a non- 
r^ident under Section 4(1) (a) of the Income-tax Act, the asses.sing 
officers have been directed that no attempt should be made to assess hirn 
on receipt ba.'^is in case.s where the .shipping documents are discounted by 
a bank in his own country and are handed over for collection to a banker 
in India who present the sight or usance draft to the resident importer 
Even If the documents are not so discounted by the foreign exporter in 
his own country but are handed over in India on payment, no attempt 
^ to be made to bring the operation within the scope of Section 40) (a). 
Further, in view of the changed conditions of export trade in India 
instriwtions have also been issued by the Central Board of Revenue to 
the effect that where it is clear that the resident person acts in the usual 
course of his business in making purchases for the non-resident, no 
attempt should be made to treat the resident commission agent as an 
agent of the non-resident party under Section 42 of the Income-tax Act. 
merely on the ground that the net profit shown by the resident party ig 
very small. ^ j 


3.84. We have carefully considered the various suggestions for restribt- 
mg the scope of the term ‘business connection’ either by definition 
specific .statutory exclusions or by executive instructions. We have also’ 
examin^ the provisions of the U.K. Income Tax Act, according to which 
non-residents are assessable when there is any factorship agency 
receivership, branch or management in the United Kingdom and profits 
01 gams ari.se, directly or indirectly, through or from such definite con- 
nections. We are of the view that in the present context of economic 
conditions obtaining m this country there can be no question of adoptinq 
^omsion,s, .similar to these in the U.K. Income Tax Act for .taxing non- 
sideSv appreciate the fact that the position stands clarified con- 

J rfa circulars issued by the Central Board of 

Revenue and the objections raised by the assessees have been largely 
met by them. But it has been urged that the foreign trader is not aware 
these executive instructions and that, in any case, he would like to be 
assured of his liability under the law. We recommend that these execu- 
tive instructions siwuld be widely publicised both within and outside 
^ u ^ countries these instructions could be given 

publicity through Indian Embassies and Trade Commissioners so that 
tfie forei,gn traders and investors may become fullv aware of the re- 
stncted scope of the term ‘business connection’ as mentioned in Section 
4,. Act. We also suggest that the Government may 

consider the feasibility of adding an explanation to Section 42(1) of the 
Act /’^corpfwate the spirit of the various circulars and in.structions 
issued by the Central Board ol Revenue in regard to the term ‘business 
connection . 
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3 85. Another practical difficulty brought to our notice was ^^^t ^e 
assessing officers were reluctant to issue certificates 
s.atuiorv Agents of tax liability asked for under the second proviso to 
Section 42(1) of the Income-tax Act. Under this pr^ 
viso an agent of a non-resident person or any person who 
that’ he may be assessed as such an agent, may 

to issue a certificate stating amount of his estimated liability, so that 
he may, on the authority of thia certifioate retam w.th h.msdt the 
stated amount out of the funds belonging to the ., j 

S <hot oil .»ol. requests .ahouU i.c ““'"'■'f *» wi 

nmj case <^hould he disposed of loithin one month of their receipt w 
harii; omphaatse how amlll delays in these matters can adversly 
affect the country’s foreign trade. 

3.86. It was also pointed out to us that, at times, 

ings were started This 

as his ‘agent , ^ [espect o the taxjiability^of t^^^^ ,^^,^uaneouH pro- 

causes considerable hardship. np^Jrtment should make up its mind 

“his " ce/dllS S,c „ou-re,’de,., direCIy or through h.s ogcut. 

PLACE OF ASSESSMENT 

3 . 87 . The place '“ij 

P,r.,„, provisions “'‘"'T h^LT la^l 

would be assessed by the assessing f^la^sSS^ 

S”'‘“rbvV1aTsesl1?1mcl1rnTho1e1u?LS^^ 

Of Tutiness, profession or vocation hex^ In ^Jher cases, J^^ere a person 
does not carry '^"^^'^^"hlseTurS he ?Sdes. The place of 

SseSmeS'^tor^pu^oses of wealth-tax, expenditure-tax and gift-tax 
assessments is the same as for income-tax. 

3.88. Hgwever. exigencies 

investigation may e Section ^64 of the Income-tax Act pro- 

Accordingly, sub-section (5) romilatinf? the place of assessment shall 
vides that the normal iSrisdiction is specifically 

not be hPhlicaMf i" ,*;■* “Ssing olcer unrr lection 5,7A) of the 
Smedax Irt olwlfe itTs fixed® under Sections 5(2). or .5(6) of the 
Act. 

3.89. Some witnesses represented that the^present^pr^^^^^^^^ 

the place of assessment ga^^ agai^t 

that they denied the e .v nrincinal place of business. We 

the administrative determine tio o sufficiently elaborate and 

,eel that the ,Prde e^iiaLlo” thfptie 

equitable procedure for safeguards to the assessees against 

provide adequate administrative sat^aras 

wrong determination gj^ould be considered on a different foot- 

jurisdiction in revenue matters s nroceedings and so long as an assessee 

ifdSril ab?e irlx! 1 sWd nof be allowed to defeat the interests of 
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revenue on frivolous objections regarding jurisdiction. Accordingly, Ave 
are of the view that it is not necessary to make a statutory provision for 
an appeal by the assessee against the determination of the place of asses- 
sment. 

3.90. The tei'm ‘principal place of business’ is not defined in the Act, 
However, judicial pronouncements have placed its meaning beyond any 
doubt. Thus ‘principal place of business’ is the place from where the 
business is controlled and managed, wherefrom superintendence and 
direction ensue. This place may not be the one where the goods are Sold 
or orders are conversed, nor where the business has extensive operations 
in commercial sense, 

3.91. We understand that, in View of the above interpretation, some 
persons are being assessed not at the place of their main operations, but 
at a place where they open small offices only for the purposes of super- 
intendence and dirccijon of the operations. This, in our opinion, is not 
in the best interests of revenue, because it is difficult to liave a correct 
idea of the extent and dehaiis of the business activities of tne persons 
concerned, at a place dilferent from that where the business is mainly 
done. We, therejore^ suggest that lohcre art assessee has more than one 
place of hiisniess, projesston or vocation, the assessments should be done 
at the place which is the most important from the point of nienv of his 
business operaiioiis. For this purpose, the case may be transferred^^ if 
necessary , to Ute assessing ojjicer of such a place 'under Section 5(7A) of 
the Income-tax Act, 

3.92. A doubt was expressed by some witnesses as to whether the place 
of business referred to in Section 64 of the Income-tax Act meant the 
place where the assessee carried on the business during the accounting 
period or the place where lie carried it on during the assessment year'. 
We recommend that n should be ynade clear that such place should be 
taken in relation to the assessment year and not the 'previous yearh 

3.93. Representations were also made to the effect that the ,assGssees 
should be entitled to raise objections against the determination of the 
‘principal place of business’ at any time. It was also pointed out i)v 
some witnesses that even when an objection was properly raised, trie 
assessing officers did not submit the matter for the orders of the Com- 
missioner, which they should do according to the provisions of law, but 
instead they went aliead with the assessment proceedings. While we 
feel that the present provisions entitling the assessees to raise objections 
against tlie jurisdiction before the filing of the returns are adequate and 
no further nght need be given in this regard, ive reconimejid that suitable 
admiriistrative steps should be taken to put a stop to the illegal and 
incorrect practice of some of the ofheers to proceed with the assessments 
without referring the assessees' objections about jurisdiction to the Com- 
missioner, although the objections had been raised by the assessees in 
time. 


3.94. Some witnesses brought to our notice that there were frequent 
changes in jurisdiction and, at times, assessees were bewildered as to 
who was their correct assessing officer. We appreciate that administra- 
tive needs, sometimes warrant such changes but we would suggest that 
by proper planning and, forethought frequent changes of jurisdiction 
should be avoided. 
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3 95 We consider that, in one respect, there is need for a clarification 
of the provisions of Section 64 of the Income-tax Act In a case which i3 
transferred from one assessing officer to another and wheie proceedings 
under Section 34 of the Income-tax Act relating to the 
during which the case was under the pinsdiction of the lormtr »mccr 
have to bo initiated, there exists, at present, an iJ''‘cc>'tainty as to which 
of the two officers is legally competent to start such piocecdings. i - 
uncertainty has been set at rest in respect of the cases li’ansierred iiom 
one officer to another under Section 5 (7 A) the Income-tax Act, 
according to the Explanation added in 1956 to this Section. \he ^fteex to 
whom a case is transferred is competent to finalise ' . of 

thic Act in i-esnect of anv year which may be pending on the date ol 
transfer -and also’ all proceedings under this w^ch^ 

inenced after the date ot the transtei m respect o ) j - 'j avDlicable 
mend that the proxi.s-ion.s- of thm Explanatian should. ^ _ tolwnther^ 

to all cases where jnrisdtcUon is trmislerred from one offitei to anoluu. 

It ’iDDeai’S lhat in snite of the detailed proccdui es pi cS' libcd b> 

the Department for ascertaining whetiier the 
B.. n... . .S of the branch of a business, vocation 

are being assessed in the hands ot the heaa ii>'ce oy 

the hravches are. sduat^ for ascertammemt of tin which are 

In rcr Officer.s assessing companies at their registered Officers 

h, cater! far awav from their factories should 

'u.SlaS.^tS'dmSk !’riaw’SiploVed''a^rimfh 

would bj' alhiilVS" wo'S "be litter 

tate-irt'il^iffic-v; should ret suitable credit in their quota ol disposals 

ami the' Insnect.ing CXlDers should exercise « Itevtnuc 

check of this work. We recommend that the Cmlial isoaiu 

shoiild take suitable steps for this purpose. 

DEFINITION OF INCOME 

suiistS’ThiT^Sffimition should be attemp^ on [Jj^^^^asi^^ot ffi^long 
line of judicial pronouncements^ on question was also 

SlnltSn-tkLia'ana .,y tha 


♦ T.H.C. Report Vol. II. Chapter III, 


ages 40-41. 
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U.K. Royal Commission* of 1951. Both of them came to the conclusion 
that no real advantage could result from the introduction of a general 
definition that had to cover so multifarious a subject as ‘income’ for the 
purposes of taxation. In fact, the Taxation Enquiry Commission were 
of the opinion, “that perhaps more harm than good may result from 
including in the Taxation Act a rigid definition of ‘income’ We arc 
in complete agreement with these views and feel that apart from the 
difficulties involved in attempting an exhaustive definition of' ‘income’ 
such a definition would be subject to frequent legislative changes conse- 
quent on the emergence of new sitwations not envisaged in that definition. 

DEFINITION OF EXPENSES 


3.98. Some witnesse.s urged that in the light of the variou.s judgments 
which had settled the question of allowability or otherwise of the various 
categones of expenses in the context of the phrase ‘wholly and exclusive- 
ly laid out lor the purposes of business, profession or vocation 
occurring in Section 10(2) (xv) of the Income-tax Act, such types ' of 
expenses as had been held to be permissible deductions in computing the’ 

enumerated in the Act itself. We are of the view 
that this wi 1 not serve any useful purpose. Wherever the allowability is 
settled iinally, the tax-payers are already well aware of that. We would 
however, like to mention a few categorie.s of expenditure which, in our 
u M allowed, since their' disallowance of uncertainty about 
their allowability causes great hardship. We enumerate and briefly dis- 
cuss these items below: 


(a). It 1.S a moot point, at present, whether interest paid or payable 
on monies borrowed by a partner for investing in the' firm 
as his .share of capital is an allowable deduction against his 
share of profits from the firm. We are of the vieio'that such 
on interest should be allowable in the same way as it is 
allowed under Section 10(2) (iii), to an assessee carrying on 
busine.ss prote.ssion or vocation, in respect of the' capital 
borrowed for that business etc. We see no reason for making 
a distinction between these two types of cases. Of course 
suitable safeguards should be provided against abuse of thi.s 
allowance by a.ssessees who, having sufficient capital of 
their own, resort to use it as a measure for avoidance of 

T/SX. 


(b) The expenditure incurred in connection with a newly started 
business for the period during which the business 'activities 
have not commenced is not allowed, at times, on the ground 
that It has not been incurred in connection with the business 
or in the course of carrying on the business. There are some 
conHicting judicial .views** expressed on the admissibility of 
such expenditure. We recommend that the position should 
be clarified and that all those expenses which would have 
been allowed, if the business was being carried on, should 
also be allowed when incurred in the course of activities 
leading to commencement of business. 


* U.K, Royal Commission Report, Page 7, para 27. 

LbirProdimK Vege- 

Lid. Vs. C.I.T. (1955) 27 I.T.R. 429 ^ Mminy; Industricg 
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Under administrative instructions, the cost incurred by an 
asse^ee in connection with the settlement of his income-tax 
lability before the assessing officer is, at present, being 
allowed in the computation of his assessable income from 
business, profession or vocation. It was represented to us 
expenses incurred in appeals as well for settling 
liabilities before the assessing officer in respect of income 
from sources other than business, profession or vocation and 
under the other direct taxes Acts should also be allowed as 
deduction in the Income-tax assessment. As regards the 
costs at the various appellate stages, we are discussing the 
question in the Chapter on Appeals & Revisions. But so far 
as the question of costs relating to settlement of liabilities 
before the assessing officer under the direct taxes Acts other 
than the Estate Duty Act is concerned, we feel that the 
demand is justified. Accordingly, loe recommend that the 
expenses incurred by an assessee during fthe assessment pro- 
ceedings for settlement of his liabilities under all the direct 
taxes Acts, other than Estate Duty Act, should he alloived in 
computing his total income. 


(d) It was brought to our notice that some hardship was caused 
to the assessees engaged in minning industry on account of 
the disallowance, for income-tax purpose, of the amount of 
royalty which has initially or periodically to be paid in con- 
nection with the leases for extracting minerals or the right 
to work mines. Initially, a capital payment may have to be 
made either in lieu of or in addition to royalty, in the form 
of a premium on lease. Periodically, royalty may be pay- 
able on the basis of production or profits or on the basis of 
a combination of both. But out of all these payments, only 
the royalty payable on the basis of output is clearly^ admis- 
sible under the Income-tax Act. When it is payable on any 
other basis, its admissibility is determined by properly con- 
structing an agreement which regulates such royalty. There 
is a long line of judicial dicta laying down broad principles 
for determining this question. But it was pointed out that 
these payments of royalty, whatever their mode of calcula- 
tion and howsoever they may be judicially interpreted, have 
to be made for the purposes of working the mines and 
extracting minerals. There is great force in these arguments 
and we feel that disallowance of royalties in the assessment 
cases of mining industry would obviously hamper its deve- 
lopment and ability to compete in the world markets. Since 
the Mineral Concession Order, 1949 prohibits the pay^ment 
of any capital sum as premia or salami and also requires that 
the royalty payable should be related to output, these diffi- 
culties are not likely to arise in future. We also understand 
that most of the old deeds which provided for royalties based 
on criteria other than output have been replaced by new 
deeds drawn up in accordance with the Mineral Concession 
Order, 1949 . However, in the few cases where the lease 
deeds continue on old basis, royalty may not be taxed to the 
extent of the amount whic^i would have been admissible if 
it were calculated as prescribed in Mineral Concession Order, 
1949 . 
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RIGHT SHARES 

3.99. According to the present practice of taxation, the entire sale pro-* 
cecds of the bonus or right shares are treated as income chargeable to 
tax without taking into account the reduced value of original holdings. 
It was represented to us that this was unfair. We find that, in actual 
practice, there is always some reduction in the value of the original 
shares when bonus shares are declared. We, therefore, suggest that it 
would he equitable if in compwtinq the profits made in the sale of right 
or bonus shares^ a reduction is allowed for the fall in the imlue o/ the 
original shares. The procedure that may be adopted in this connection 
could be illustrated by thc‘ following example: — 

An assessee had originally purchased 100 shares at the rate of Rs. 150 
per share. The market value of these shares just before the issue of 
bonus shares was Rs. 165 per share. The company issued 50 bonus shares 
against these 100 shares. In the wake of this issue, the market value of 
the shares of this company fell to, Rs. 110 per share, at which price the 
assessee sold tlie 50 bonus sliares. The proht on the sale of these shares 
would be worked out as under: — 

Rs. 

Mai k..-i of ! so shares- R :. MO ~ [vr ....... Kvsoo 

Cost ot 1 oo K i so '-jioi share . . . * . . . is.ooo 

Ncr'pioiit . . ],.soo 

PROBLEMS RELATING TO OTHER DIRECT TAXES ACTS 


3.100. We now proceed to discuss certain aspects of the recently intro- 
duced dii'ect taxes. One of the most difficult problems 
Valuation of Assets in the administration of these taxes is the valuation 
of various types of assets. This problem is of a 
recurring type in wealth-tax cases, and also assumes a fairly great 
importance in estate duty and gift tax matters. The frequency of the 
problem in the incv)me-tax cases is also not insignificant particularly with 
the fast rate at which buildings and other construction activities are 
progressing. Before considering the various difficulties involved in 
valuation, it would be helpful to recall the salient features of the proce- 
dures under the new direct taxes Acts in which the question of valuation 
crops up. 


3.101. Under the Wealth Tax Act, the net taxable wealth, broadly 
speaking, includes the market value of the various types of assets owned 
by a person less his liabilities. The market value is to be taken as on the 
last day of the ‘previous year’ followed by that person, and in case he 
follows more than one ‘previous years’ for his different activities, the last 
day of the latest "previous year’. Under the Gift-tax Act, the value of 
the asset gifted is taken to be its market value on the date of the gift. 
For estate dutv purposes, valuation of the estate of the deceased is to be 
made as on the date of his death. Thus, all these Acts have a common 
concept for valuation of assets liable to the respective tax or duty, 
‘market value’ on a particular date. This problem of ‘market value’ 
therefore, recurs with unending frequency in connection with one or 
the other Act. 
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3.102. According to the existing provisions of these Acts, the assessee 
shows in the statements accompanying his return of wealth, gifts or 
estate duty, what according to him is the ‘market value’ of his assets on 
the particular dale specified by the respective statutes. This value may 
be accepted by the assessing officer. But if he does not accept it for suffi- 
cient reasons, he has to make his own determination. The matter ends 
if the valuation arrived at by the assessing officer is accepted by the 
a^ssessee. Otherwise the latter goes in appeal to the Appellate Assistant 
Commissioner (except in estate duty cases where the fii'st appeal lies to 
the Centra] Board of Revenue) * who may confirm the valuation or modify 
it. If the decision at that stage is not acceptable to cither parly, an 
appeal can be preferred to the Appellate Tribunal by the aggrieved' party. 
At this stage, the Tribunal may, siio moto. or at the' instance of the asses- 
see, refer the matter of valuation to the arbitration of two valuers, one 
each to be appointed by the two parties to the appeal. The two valuers 
may aiye a unanimous report about valuation which, under the statute, 
is final and binding on all concerned. In case they disagree, the matter is 
re 1 erred to a third valuer who is eithep an agreed one by the two parlies 
or appointed by the Tribunal, in the event of disagreement between the 
parties about a common name. The decision of ihe tliird valuer is final 
and no further appeal on the point of valuation lies to the High Court. 
Valuers are appointed from among the persons .who are approved as 
‘Valuers’ by the Central Board of Revenue. There are diti'erent catego* 
ries of valuers for valuation of various types of assets. The Central Board 
of Revenue has laid down, for each category, certain qualilications which 
must be tulfillcd by a person before he applies for being approved as a 
valuer. The Board also maintains a penal of such valuers, which is pub- 
lished in the official gazette at periodical intervals. 


3J03-. The Central Board of Revenue, we understand, has issued gene-’ 
ral instructions laying down broad principles which should be followed 
hy the assessing officers in the valuation of various types of assets. In 
addition to these instructions, the assessing officers also make use jof the 
information gathered by them from internal and external source^s. 


3.104. Some witnesses were of the view that valuation of assets was 
a specialised held which required expert knowledge. As the assessing 
officers could not be cxncc^ed to that knowledge, the valualion 

made by them was likely to give rise to multiplicity of appeals. It was 
also suggested that the assessing officers had to face an uphill task in the 
matter of valuation since the assessecs usually produced valuation certifi- 
cates from experts. The valuations made by the assessing officers against 
those of the experts were sometimes upset ^n appeal on the ground that 
the officers were not experts. We received numerous suggestions for 
resolving these difficulties. Two important proposals related to the crea- 
tion of a Central Valuation Department under the Central Board of 
Revenue and of making the machinery of arbitration by the two valuers 
available at the assessment stage itself instead of at the appellate stage 
before the Tribunal or the Board, as obtaining at present. 


♦Wtien ike E>tate Duty (AmemtmenO Act comes i uo the first anyeal i’l an estate 

duly cas(' will he beard by tlie Appellate Co’V roller aod appeal leainst his order will lie id the 
Tribunal. 
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■3.105. It was claimed in favour of a Central Valuation Department that 
since it would consists of specialists the valuation 
Central Valua. ion made by them would carry weight both with the 
Department assessees and the appellate authorities. Consequently 
there would be improvement in the quality of assessments and a reduc- 
tion in appeal work. The proposed department would also ensure unifor- 
mity in the valuation of some type of assets as against the incong»uous 
position obtaining at present, when diffei’ent assessing officers placed 
different valuation in different cases on the shares of the same company 
or managing agency or life interests etc. It was stated that in the United 
Kingdom, a Central Valuation Department was working satisfactorily for 
estate duty valuation matters and was also undertaking valuation of 
assets entrusted to it by other government departments. 

3.106. The idea of a Central Valuation Department was opposed by 
'' quite of few witnesses on the ground that it would be an uneconomical 
proposition and its achievements would not be commensurate with its 
cost. To make it really effective, it would be necessary to have a full- 
fledged department with offices all over the country and with specialists 
in all fields, but the work-load is so small comparatively that those spe- 
cialists would be idle and wasting their energies most of the time. It was 
also pointed out that the large variety of local conditions in the various 
parts of this vast country would not let the proposed department improve 
upon the present procedures for valuation of immoveable assets, unle.ss 
the department spread out to tehsil- or talukua level so as to be conver- 
sant with the local conditions. This would make the Department un- 
wieldy and a white elephant. 


3.107. After con.siderati(m of the various pros and cons of the proposal, 
we are inclined in favour of a Central Valuation Department in this 
country, since we feel that it would he advantageous to both the Tax 
Authority and the assessee. However, in the context of the present needs 
in the matter of valuation which are not so pressing yet, we suggest that 
a modest beginning may be made by creating a valuation cell in the Cen- 
tral Board of Revenue. ' This cell may start with valuing shares of limited _ 
companies so that there is proper coordination and uniformity in the 
valuation of shares of different companit's and of shares of the same com- 
pany by different officers. With gain in experience, the cell may extend 
its valuation activities to other categories of assets in due course and 
ultimately mature into a full-fledged valuation department. 

3.108. We are not in favour of the second suggestion, viz., that the 

arbitration by valuers should be brought down to the assessment sta^. 
We are satisfied that the present procedure provides sufficient safeguards 
to the assessees and the bringing down of arbitration machinery to the 
level of assessment stage would cause inordinate delays in the completion 
of assessments. We understand that when the matter of valuaHoif ^ is 
referred to the arbitration of valuers, there is no knowing as to the 
which they would take in giving their report. Instances were brought to 
our notice in which the valuers had already taken two years arid still 
the reports were awaited. In the light of this experience, we feel that it 
loould be inadvisable to experiment with the arbitration at the assess- 
ment level. However, in the interest of expeditious disposal of appeals 
involving the valuation of assets which have to be referred to arbitration 
by valuers, we suggest that in cases where the valuation of ttmn 

one type of category of assets is in dispute, it should be permissible for 
the assessee as also the Department to name a valuer for all types of 
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assets insteai of namin,, severale vaUters for each of the type or category 
of assets^ 

3,109. While «” ‘■’Z courre'’oT?S:’ee‘h 

the valuers Revenurtee recomviend that, as under 

°'£» ,.Sd be fJfeitedanlcss the Tril.„..«7, 

decides that a further extension should be given. 

3,10. We also -commendR.at with 

tration, less appeals and slab j^^nnable property adopted for one 
S£lra.ree,£.££ nofytaUy be .tsttcrbeh 

for a period of five years. . . , e c^,. 

3.111. The present and Gift 

the purposes of valuation . ,.j.j4jcism lt“was suggested that the 

Tax Acts came m tor rs in a list and the publication 

procedure of naming the app ;_,,;,i;ous distinction amongst the profes- 
^f this list amounted making mvidiou^^^^^^^^^ 

sionally qualified pepons^ hatween the different categories of valuers for 
uncalled for distinction as between^the^d^^^ surveyors and 

being approved ^ j for being approved as a valuer is 

engineers the qualification spedfied period tnz., ten 

only a P^^f^^kal ^xpenence m jewellery, not only 

‘w£ 

StKSnJtiorwS no, log, col and ».as quite arbitrary and should, 

therefore, be abolished. 

1119 far as- Chartered Accountants are concerned, we feel that 
thf^^ conduct, the qualification of ten years’ practice in the 

change. c , • 

tin It was represented to us that the present practice of valuing 

vts-a-vis t^l'k-mralue of the shares of a well-known public 

ro“££ w££v£ably n,£ ^ 
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other cases oj public limited companies^ where shares are not quoted in 
the stock exchanges, the value of their shares may be taken at the price 
at which transfers of a bonafide character have been made before the 
valuation date, hi the case of shares of private limited companies, the 
break-up value should not be the only criterion for determining the value 
of the shares, but all other releimnt conditions and factors should also be 
taken into consideration. The Valuation Cell that we have proposed 
should, when constituted, give these points due consideration. 

3.114. Many witnesses were of the view’^ that the Department’s practice 
of rigidly following the formula of taking the market value of the build- 
ings as twenty times the annual municipal rental value less permissible 
expenses led, in quite a few cases, to over-valuation in wxx^lth-tax assess- 
ments. Some of the buildings may be quite old and even dilapidated and 
yet may have considerable rental value. It was stated that municipal 
valuations had, of late, been steadily and sometimes steeply increased and 
to connect them with the market value of the properties in all cases would 
not be correct. We are of the view^ that in the absence of any readily 
available data about the market value of a property, some alternative cri- 
terion has to be resorted to for arriving at its market value, and the mimi- 
cipal valuation is atleast a sound basis in principle. But ice consider that 
the formula of taking the valuation as twenty times the municipal rental 
value, less permissible expenses, should not be so sacrosanct as to be in- 
violable. We suggest that this formula should not bg applied too rigidly 
and due regard should be had. for other relevant factors including the age 
and condition of the building, 

3.115. An anomolous position obtaining, at present, in the mailer of 
valuation of life interest in a trust proparty, which was brought to our 
notice was that the life interest had, in some cases, been computed at a 
figure which exceeded the total value of the trust property in which the 
life interest rested. This is a most ii]<\g,ical result and we accordingly 
recommend that in no case shotild be a life interest be valued at a fi.qure 
exceeding the value of the irust property. Nor should there be double 
assessment of the same assets in the hands of the trust and the person icho 
is entitled to a Ufe interest in ihat trust. The value of life interest which 
is assessed in the hands of the beneficiary shovly he deducted in the 
assess7nent of the tru.st and the principles Uwd down in Sections 41 and 
9(3) of the Income-tax Act should be followed in this connection. 

3.116. We also recommend that the Central Board of Revenue should 
formulate rules for the valuation of annuities and make them available to 
all chambers of commerce and other bodies. 

3.117. Some witnesses mentioned that some difficulty was being experi- 
enced in the matter of valuation of the compensation claims in respect 
of the assets left in Pakistan at the lime of partition. It appears that the 
Department takes the face value of these claims, that is to say, the value 
for which the claims have been admitted by the Rehabilitation authorities 
of the Government of India. On the other hand, the tax-pavers are of the 
view that the value of these claims should be that which can be realised 
in the market. We feel that the correct and equitable basis would be the 
realisable value basis and not the facd value one. 

3.118. The administration of Wealth-Tax Act is only two years old and 

Wealtli-iax except for the problem of valuation to which we 

referred in the foregoing paragraphs, no other serious 
difficulties were pointed out to us. We, how^ever, note that by a recent 
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amendment* a new sub-clause (iu) anv^tax" pS'ty^'w interest 

Son 2 of the Wealth Tax Act, Gift Tax Act, Expen- 

payable under the Income-tax Act ^ca _ ^ op the valuation 

riiture Tax Act or Estate Duty Act which . ^ as«essee or because it 

date either because it is contested in appea . > ^ p allowed as a 

S kot been paid for more than twelve noon ha ,^n,.t to bt^.^ ^ ^ 

deduction in the computation ol the n t ^ hardship, 

view that this provision, in its P^ent ^ ^ p' appeal. We agree 

particularly in cases where the amount is .p.liberately defaults in 

that this provision IS necessai> , . , cases xvhere the tax 

■ 3.1 19. Some difficuith^ reading 

to assets chargeaiVle^ to vVea th 1 .x ancM^^ assessing 

this tax were hrougn ^ o arbitrarv basis. We .suggest - ia_ 

officers were making the ol cat . ^ rational allocation of 

K^uS’'£;rCeutrul Board oj Keuenue. 

3.120. It was represent b,v some 

sr;;t“r^"ri?epmd.™bt^ 

tails, since it was P^^ely his personal ^ 

ing officers have been J . Pac' alreadv been made abundantly 

pened. because we no e P^^ ^ ,,, ^Pe matter ol 

dear by the Central It was stated in these insWuc- 

admimstration of o go into the details of expenditure, 

tions that there should br no thereoi. We 

if no exemptions m deductio siumld be fuTtber emphasised and 

however, recommend ^ 1 ensure that Expenditure Tax Officers do 

r£rS/S roS"^ -to nx,to„d«,.rb iv .d.n.-W. 

3.121, Ebfato Dbly^Ac. bnn 

H,..,VDW, estoblishod. Rccnnlly. to»ny " -y '>'.^™ll.r.^ 

resolved by a '“-'y 1«8 In ihe eonrse of our 

, rhroudh the Estate '8uty lAmendnici 1 . j , , about the admi- 

enqutoy. we found that there “>;'”P‘“,aphs we are refer- 

nistration of this ' p assessments which Ccsmc to our 

li„^e“asn:f!;=vKltoel;%:v‘:;id'Kube Amendment Act. 

3.122. We understand that there '’-ng J statutoij- 

plction of estate -"ty assessment^ ;nn f „o*hurry, at times, 

for one reason or another rito Dtpa ^ t dilatory attitude of some 
lakes a liberal viecv ^f the non cc opera ^ statutory 

SeS.eSs“ie“o?e ,tl ~.H.ni. 8e fer hears from the 
date the return teas due. 


• Section 20 of the Ilnancc Act, 1959* 
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3.123. Some witnesses pointed out that because the Assistant Controller 
of Estate Duty was usually a different person from the Income-tax Officer 
who had assessed the deceased to Income-tax during the latter’s life-time, 
certain differences of opinion could and did arise on certain issues com- 
mon to both income-tax and estate duty assessments even though those 
points had been settled in income-tax assessments. For resolving this diffi- 
culty we suggest that in the mofussil circles, the same officer who assesses 
the assessees for the other direct taxes should also deal with the estate 
duty cases, as far as possible. So far as the City Circles dealing with 
estate duty assessments are concerned, there is a definite adimniaae in 
continuing them, as they are. 

T difficulties arising out of the disallowances of bona fide 

liabilities and debts discharged after thc^ death of the deceased, who had 
lile interest in the impunged property were brought to our notice. We 
consider that where an accountable person discharges the debts or other 
halnhties of the^ deceased and the Department is satisfied that such dis- 
charge is bona fide siidi debts should be allowed to be deducted from the 
'ralue of the life interest in the trust or other property. 

3.125. It was represented to us that the present provision requiring the 
verilication in the Estate Duty Return to be made before a Magistrate was 
unnecessary and caused avoidable inconvenience. We agree with this 
view. We do not see how a verification before the Magistrate makes it 
more worthy of credence or open to severer action than otherwise. We. 
therefore, suggest that this requirement may he removed and that the 
accountable person should be required to make verifcation in the estate 
duty return in the same manner as an assessce does in the income-tax 
return. 

3.126. We were told that revenue authorities of the various states took 
considerable amount of time in intimating the value of agricultural pro- 
perty to the Estate Duty Authorities and sometimes for plots of the same 
kmd and in the same area, they intimated widely different figures. These 
lactors delay the assessments and also cause embarassment to the Depart- 
rnent. We suggest that such delays and discrepancies should, whenever 
they come to notice, be brought to the notice of the State Government 
concerned who should take prompt and appropriate action on such com- 
plaints. 


3.127. Gift-tax Act came into optnation with effect from first April, 
Gift-iax 1958. The experience of the administration of this 

. . measure is, therefore, very limited so far. No difficult 

ties of any consequence were pointed out to us in the course of oral evi- 
c enct or in the I'v. presentations sent to us. A mention was, however 
-made to us regarding some interesting results of the system of rebate on 
voluntary advance payrnents of gift-tax, prescribed in Section 18 of the 

r' ^ct. We are discussing this matter in the Chapter on “Collec- 
tion and Recovery”. ^ ^ 



CHAPTER 4 


APPEALS AND REVISIONS 


INTRODUCTORY 


The statutory powers enjoyed by the authorities administering the 
direct taxes Acts appear to be large but, in effect, 

unlimited. An important lestraoiiiig milueoee is the leview and r 
determination of executive decisions by the appellate and revisionary 
authorities. While the right to go in appeal or revision is a poweitul 
factor in preventing the gievvth oi an arbiuary and di.scrimmatory 
administration, its effectiveness depends upon the circumstances gove™- 
ine the exercise of that right and the efficiency with which the authon- 
tie'-- discharge their duties. We consider in the iollowmg paragraphs 
the various modifications which, in our opmion, are necessary i or impi liv- 
ing the efficiency ot the existing .system as well as imparting into it a 
.still greater degree of sense ot justice. 

appellate assistant commissioners 

4 2 At present, an appeal before the Appellate Assistant Commis- 
sioner represents the first stage of appeal under tlie direct taxes Acts 
.sionei p Estate Dutv Act where the first appeal 

Administrative Control hes to the Central Board of Revenue. When the 
Estate Duty (Amendment) Act comes into force the 
first appeal would lie to the Appellate Controller of Estate Duty. 
Appellate A.ssistant Commissioners function under the direct control ot 
the Central Board of Revenue which exercises local administrative 
control through the Commissioners. At the same time, it is provided 
in the statute itself that no orders or instructions should be given by the 
Central Board of Revenue so as to interfere with the discretion of the 
Appellate Assistant Commissioner as an appellate authority. Even so, 
it was represented to us that as long as their advance in service empended 
upon the good opinion of the Commissioners and the Central Board ot 
Revenue they would not be able to bring to bear on the appeals heard 
by them an independent judgment and that their decisions would tend 
to be influenced by a predeliction in favour of revenue. It was, there- 
fore, urged that the Appellate Assistant Commissioners .should be remov- 
ed from the control of the Central Board of Revenue and placed under 
the Ministry of Law. There was almost a near unanimity of opinion 
amongst the taxpaying public in this regard. We find that this demand 
had been made previously also before both the Income-tax Investigation 
Commission and the Taxation Enquiry Commission. 


4.3. The Appellate Assistant Commissioners as a distincUve institution 
came into being only in 1939. Prior to that, the Assistant Commissioners 
were looking after appeals in addition to their supervisory and adrninis- 
trative duties. The change was effected on the recommendations of the 
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Income-tax Enquiry Committee, 1936 which had felt that the right of 
an assessee to go in appeal before an Assistant Commissioner was 
illusory as the very order appealed against might have been framed 
under the Assistant* Commissioner’s directions. It had also pointed out 
that the Income-tax Officers were not likely to approach an Assistant 
Commissioner freely for advice on points of difficulty when the Assistant 
Commissioner combined in himself both appellate and executive func- 
tions. It had, therefore, suggested that there should be a clear division 
of these two functions and that each branch of work should be handled 
by a separate agency. Consequently, changes were effected and 
appellate work came to be attended to exclusively by Appellate 
Assistant Commissioners while the administrative work came to be 
looked after by Inspecting Assistant Commissioners. The point stress- 
ed before us was that the purpose with which the institution of Appellate 
Assistant Commissioners was brought into being had not been fulfilled 
and was not likely to be fulfilled as long as they continued to be under 
the control of the Central Board of Revenue. 

4.4. The Income-tax Investigation Commission (1948) had recom- 
mended that “the experiment begun in 1939 should be carried forward 
and Appellate Assistant Commissioners should be removed from the 
control of the Commissioners and the Central Board s of Revenue and 
placed under the Appellate Tribunal”.**'* However, in 1952, the Income- 
tax Investigation Commission (with different personnel), on a recon- 
sideration of the matter, expressed itself in favour of the continuance of 
the Appellate Assistant Commissioners under the control, of the Central 
Board of Revenue ^s, in its opinion, no change was called for either on 
principle or by the result of past experience. The Taxation Enquiry 
Commission as also the Law Commission went into this question in 
detail and concluded that there was no reason for effecting any change 
in the present set up. 

4.5. The arguments advanced in favour of the continuance of the 
present system may be summarised as follows: 

(1) The Appellate Assistant Commissioners are and were always 

meant to serve as nothing more than senior officers of the 
Department for reviewing orders passed by the junior 
assessing officers, 

(2) Statistics prove that in the vast majority of cases decided by the 

Appellate Assistant Commissioners either the decisions have 
been accepted by the assessees or have been confirmed in 
subsequent appeals, thereby proving that they have been 
acting independently and judiciously. 

(3) Their removal from the control of the Central Board of 

Revenue will create serious administrative problems, the 
most important of which will be the loss of benefits now 
arising from interchange of administrative and appellate 
functions which give Inspecting and Appellate Assistant 
Commissioners practical experience of both administrative 
and appellate work as well as the need for providing an 
avenue of promotion to the Appellate Assistant Commis^ 
sioners. 


“^Report of the Incomt^-tax Investigation Commission, para 319, page 143. 
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4.6. In our opinion, the above arguments are not unassailable. At 
oresent a case goes before an Appellate Assistant Commissioner y 
when an assessee prefers an appeal to him. The Departmen canno £o 
in appeal before the Appellate Assistant Commissioner oh an P 

ed by an assessing officer. Under such circumstances, it <=“not be sug 
vested that the Appellate Assistant Commissioners were meant to act or 
fave been acting a? mere reviewing officers. Moreover in view of oui 
recommendations that in all important cases assessments should bcc 
after be completed under the guidance and immediate supervision of th 
froup AssSf Commissioner!, there does not seem to arise a need for 
■fnotherset of officers of equal status for acting as reviewing officers. 
The assessees have always looked upon t^® 

sioners as appellate officers and this in itself is of great signihcance. in 
fact we foS that our auggeation ior doing away thta 

Stave of appeal was not acceptable to most of the assessees. They arguea 
on acSunt S the comparatively lower amount of costa involved 
Shf appe^Sre the AppeUate Asaitanl Commlaa.onera represented 
the only stage at present where every assessee could afford to go 
appeal and seek redress. 

4 7 In support of the impartiality and judicious ^Pint shown by the 
Appellate AssLant Commissioners, statistics were quoted ^ show that 
more than 90 per cent of their decisions were either accepted by the 

assessees or confirmed in further appeal. This aspect r°thl^^axL 

stressed by the Income-tax Investigation Commission (19^)- 
tion Enquiry Commission and the Law Commission. The statistics 
furnished to us also do not disclose any different picture, ^oweyer, 
many witnesses pointed out that the acceptance of the f 

Appellate Assistant Commissioners should not be taken 
by the assessees of the correctness of the decisions. Accoi ding to the^ 
a^large number of appellants have acquiesced in the decisions of the 
Appeflate Assistant Commissioners only because they did not consider it 
worthwhile to agitate the issues further. 

4 8 As regards the administrative difficulties envisaged, we do not 
consider thern insurmountable. They can be got over by placing the 
services of these officers on deputation for a period of three to ftye years 
under the Ministry of Law. Under such a scheme, the benefits 
from the inter-change of administrative and fudicial functions would 
still be available and the future prospects of the officers would not also 
be impaired. 

4 9 Removal of the Appellate Assistant Commissioners from the ad- 
ministrative control of the Central Board of Revenue would also help 
in completing the process of separating the judiciary fro^r^ the executive. 
In matters like this, due consideration has to be given to the feelings of 
assessees and justice should not only be done but it should also appear 
to be done. Therefore, without casting any reflection on the working 
of the Appellate Assistant Commissioners and acknowledging the fact 
that their independence and judicious outlook have not been iifierfered 
with in any manner by the Central Board of Revenue or the^ C^rnims- 
sioners of Income-tox, ioe* recommend that the Appellate Assistant 
missioners should be transferred from the control of the Central Board of 
Revenue to that of the Ministry of Law. 


* Shn K.S. S -indara Rajan dissenting. 


78 


4.10. Another suggestion we have to make is with regard to the 
tribution of work amongst the Appellate Assistant Commissioners. At 
) present, their jurisdiction is generally denned in re- 

Spccial appellate r lation to Income-tax Circles in contiguous wards or 

districts. The result is that an Appellate Assistant 
Commissioner has necessarily to deal with appeals of varying degrees 
of importance. In such a system, appeals involving complicated ques- 
tions of fact and law do not always receive the attention they deserve. 
We feel that these appeals could be tackled better if they were all 
concentrated in ten or twelve ranges under experienced appellate 
Such a measure would also be welcomed by assessees as it would tend 
to avoid delay in the disposal of complicated cases. It would also 
secure that the knovvdedge and experience of senior Assistant Corninis- 
sioners are utilised in the disposal ol more important appeals, 
appellants and the Department would have the satisiaction that the cases 
had been gone into thoroughly and that the decisions were arrived at 
after looking into all the aspects of a case. Such a system exists al- 
ready in plck'es like Bombay and Caicutia where appeals from Central 
Charges and Company Circles have been grouped together in a few 
selected ranges. We consider that this practice should he extermea to 
other charges as well so that, by and large, the appeals frorn Central 
Circles, Special Circles and Company Circles as well as in other cases 
involving large sums in dispute are distributed in aboutden or twelve^ site i 
appellate ranges all over India. Since the responsibiJities of the 
Appellate Assistant Commissioners hearing these appeals would be 
greater and more onerous than those ol other Appellate Assistant 
missioners, we are recommending in the Chapter on Administration that 
they should be given a special pay of Rs. 150 as is now admi^ssible to 
Assistant Commissioners holding posts ol Deputy Directors of Inspec- 
tion or the Inspecting Assistant Commissioners in the Central Charges. 


411. In our opinion, there is scope for improvement in the method 
of working of the Appellate Assistant Commissioners which would make 
for quicker disposal of work and also redress the 
Improved methods grievances of appellants. Though there are already 

of work administrative instructions in this regard, still we con- 

sider that the following paints deserve special mention,: 


(1) The offices of the Appellate Assistant Commissioners should, 
as far as possible, be located near the Income-tax offices. 
This would add to the convenience of the appellants as well 
as their representatives. 

(21 The relevant assessment records should invariably be obtain- 
ed sufficiently in advance of the date of hearing and the 
Appellate Assistant Commissioners should study them 
beforehand so that the appellants do not have to wait un- 
necessarily nor adjournments granted merely because the 
case papers had remained to be persued. 

(3) Notices of hearing should be served at least 15 days prior to 

the date of hearing. 

(4) The Appellate Assistant Commissioners as well as the appel- 

lants should adhere to the appointments given, as far as 
possible. If, for unavoidable reasons, the hearing of an 
appeal has to be adjourned the appellant as well as nis 
representative should be informed sufficiently in advance. 



79 


Appellants also should apply for adjournments well in time 
and not wait for it till the last moment. 

(5) Wherever possible, the assessing officers should personally 

attend the appeal hearings. 

(6) Holding discussions with Income-tax Officers in the absence of 

the appellants should be avoided. 

(7) Appellate Assistant Commissioners should exercise their dis- 

cretion for condoning delays in the filing of appeals in a 
sympathetic manner. 

(8) The Appellate Assistant Commissioners .should, as far as 

possible, dispose of cases according to the dates on which 
the appeals have been instituted but where the amount of 
tax in dispute is substantial and the tax has been held in 
abeyance till the disposal of ^the appeal, such cases may be 
given priority. 

(9) If a substantial point comes up in an appeal before and Appel- 

late Assistant Commissioner for different years, he should 
decide the case for the earliest year and it may be taken up 
by the assessee or the Department to the Appellate tribunal 
and from it to the High Court as a test case for further 
decision. 

<10) If, in a case before an Appellate Assi.stant Commissioner, a point 
which is pending decision by the higher appellate authorities 
arises, the appeal should be kept pending by him. 

(11) The Appellate Assistant Commissioners should not set aside 

assessment orders except in cases where the circumstances 
leave them no choice in the matter. It should particularly 
be ensured that setting aside of assessments is not sought by 
the Department or the Appellants for merely gaining further 
time or to gain a chance to put in additional evidence. 

(12) The orders should be passed as early as possible after 

the last hearing, and in any case not later than 
15 days from that date. 

(13) The appellate orders should be communicated to the appel- 

lants and the Department within a week of the date of the 
order. 

(14) Instead of sending merely true copies, as they do, at present, 

the Appellate Assistant Commissioners should invariably 
send, in the very first instance itself, certified copies of their 
orders to the appellants and the Department. This will 
obviate the need for making a special request for a certified 
copy for filing an appeal before the Appellate Tribunal. 
It would also help in resolving the type of difficulties which 
arose in the case of Malayalam Plantations Limited.* 

(15) In cases of transfer of Appellate Assistant Commissioners, 

they should decide all the appeals heard by them before 
handing over charge. In respect of part-heard appeals also, 
if the proceedings have been continued for a considerable 


• 36 I.T.R. (1959) rage 205. 
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neriod of time, an endeavour should be made to complete- 
Fhem and pass final orders before handing oyer charge. In 
regard to cases which are necessarily to be left par.-heard, 
Appellate Assistant Commissioners should leave complete 
ancT detailed notes on the files regarding the hearings already- 
given. 

APPELLATE COMMISSIONERS 

4 12 With the transfer of the Appellate Assistant Commissmners to 
the Ministry of Law, a new agency will be required for exercising day 
to dav administrative control over their work. For this purpose we .e- 
commend that two AppeHate Commissioners should be apoointed for the 
whole of India. These Commissioners will also carry out annual 
nistrative inspections of the Appellate Assistant Commissioners with a 
IZw to ensurinq quicker disposal of work and the 
f^rm TtaZards in their approach to P^ohl^s In addiU^ 
ni<!trative duties they would hear appeals under the direct taxes Acts 
on assessment oUers passed by the Inspecting Assistant Commissioners 
Tfte^he Sate Duty (Amendment) Act comes into force, they would 
^/so function as A we^^^ Controllers of Estate Duty for hearing appeals^ 

ThVZvMatT Commissioners would be olJicers of the same rank and 
status as Commissioners but function under the aaminxstrative contro 
of the Ministry of Law. 

appellate tribunal 

dit The Aonellate Tribunal came in for some criticism at the hands 
of hoi?; Uie t™^ public as well as the Department It was sugges- 
^..c ihm Sfications were necessary with regard to its composi- 
fon ?unct on pou^wen as the method of work to make it a more 
Iffectiw and ’efficient organisation. Reviewing the manner in which 
the Appellate Tribunal had been conducting itself, the Law Commis- 
sion has commented as under ; 

“The Tribunal is constituted the final fact-finding authority for 
four taxes, -income-tax, wealth-tax, expenditure-tax and 
crift tax and it is also proposed to make it the final fact- 
findig authority under the Estate Duty Act. We are cons- 
trained to observe that men of the requisite calibre and in- 
dependence are not being recruited for discharging so heavy 
r?esponsibility as that of the final fact-finding authority 
inde? the Lw pattern of taxation. There are many com- 
plaints that the disposal of appeals by 
Tribunal is very unsatisfactory for a var e y 
vSons Often the judicial and independent approach 
wWch is necessary in the final fact-finding authority, is not 
displayed by the Tribunal. In several cases the determina- 
tion If comlilicated questions of does 

very perfunctory manner. Very often, the Tribunal do 
no/ clearly record its findings of fact or its reasons for 
^rriyin/ at its findings. In I number of cases, factual cir 
leaal contentions raised by the parties are not dealt with 
at all resuUiSg in applications for rectification being made 
Sbseauently to the Tribunal for considermg the points 
omitted to be dealt with in the original order of the Tmbu- 
nal While dealing with the references under Section 66(1) 
and Section 66 (2) . High Courts had occasion to comment 
upon the unsSfU^y nature of the orders passed by the 
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Appellate Tribunal and also on the unsatisfactory statements 
of case drawn up by them in the references under Section 
66. The High Courts had to remit the cases to the Appellate 
Tribunal for a further and better statenient of the case 
with fuller particulars. To give satisfaction to the large 
number of assessees, a decision of an independent and good 
appellate authority is an undoubted necessity if 
be done to them. There is considerable delay m d^Po^ng 
of the appeals and very often it is said that they, tlii. 
bunals, spare very little time for the 

which alone they are concerned. Very often the Memb 
of the Tribunals attend the sittings at any time diey choose, 
thereby not conforming to regular 

posal of the work. A Bench of two members of ^^e Tribunal 
hears the appeals, but in practice the contribution to the de 
cision of the ca.se by one of ihe members is often not appre 
-eiable.” 

The Law Commission has recommended that, in view of defects 

pointed out by it, the Appellate Tribunal be abolished and that ^ 

Hirert anneal should be provided on questions of fact as uell as oi law 
to the S Co^t from the decisions of the Appellate Assistant Com- 
missi^Ss where the amount in dispute was Rs. 7,500 and above, and in 
STSa^ces ap^l should lie to*^ the High Court on questions of law 

alone. 

4 14 While we agree that there is definite scope ^or improvement i 
the methods and procedures of work of the Appellate Tribunal ^ell 
as in its exposition, we do not favour its total abolituin. The need j or 
such an organisation is clear to us. The Appellate Tribunal was broug 

into existence to fulfil the wide-spread demand of " X'thiM ha? 

to an independent body on important questions of fact. Nothing h 

Leer. sS«ted to us ti show that the defe hoj tax 

Tt is interesting to note that in countries like U.K. and U b. A. where tax 

systems have &en in vogue for a long time, hePfS 

iX agency exists. The Special Commissioners in U.K. and the tax 
Courts^ in U.S.A. serve the same purpose which is expected of ' 

late Tribunal in India. The reasons for this are not far to seek. ^ 
taxing statutes are complicated and technical and they require a iig 
See 5 sLedallsed knowledge ol both accountancy and law, whreh can 
be gained Xy by a continual and exclusive concern with them. The 
ludiciary of the land cannot be expected to go into the minute technical 
and accounting aspects involved in tax appeals. The Appellate Tribunal, 
consisting of equal number of judicial members and accountant mem- 
bers is to our mind, best suited to deal with the proMems arising from 
the administration of the taxing statutes. Apart from this, the jnmn justi- 
fication for the continuance of the Appellate Tribunal is that the^High 
Courts as at present constituted, will not be able to devote sufficien 
time to dispose^ of the large number of cases, which are now being dealt 

whL by th? Appellate Tribuoal and XcoLrtf ■.re alread’f 

under the Law Commossion’s proposal. The High Courts are aireaay 

over-burdened and according to. the Law Commission itself, the total 
number of cases pending before all the High Courts m January, 
iQ'iy wa<; 1 T2 476 of which 31,402 were pending before the High Couit of 
AltehS alone ThTpendeicy as on 30th June 1959 was ascertamed 
to be 1,85,607, the High Court o£ Allahabad still leading with 4630o, Even 

'"•Law"Cotnmission 'ofl'n¥a^' T^^^ Report, para 93. Page 4«. 
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the references made to them under the taxing statutes have been out- 
standing for quite a long period. On an average 400 to 500 reference 
applications are being filed every year but out of this the High 
Courts are able to dispose of only some 200 to 300 cases and the remain- 
ing add up to the arrears. The total number of such reference applica- 
tions pending in all High Courts as on 1st April, 1959 was 1,889, and at 
the present rate of disposals it may take well over six years for the 
High Courts to clear the pendency. As against this, the number of 
appeals filed during an year before the Appellate Tribunal comes to more 
than 13,000, the pendency on 1st April, 1959, before the various Benches 
of the Tribunal being as high as 17,118. Even assuming that only 50 
per cent of the appeals would be taken to the High Courts under the 
procedure suggested by the Law Commission, the resultant increase in 
the volume of work will still be so large that not one but several 
Benches for dealing with appeals under the direct taxes Acts will have 
to function in each of the High Courts. As we are emphasising later 
in this Chapter, it must not be forgotten in this connection that both in 
the interests of revenue as well as assessees it is imperative that tax 
appeals and reference applications are dealt with expeditiously and not 
allowed to drag on for an unduly long time. In view of all these 
factors, we do not think it is either practicable or advisable to make the 
High Courts the forum for discussion of facts also. We are, therefore, 
convinced that the Appellate Tribunal cannot be dispensed with and 
should continue. 

4.15. While recommending the continuance of the Appellate Tribunal, 
we feel that every effort should be made to enhance its prestige in the 
' eyes of the public as well as the judiciary. We consi- 

Coniposii on. der that this could be achieved best by the 

appointment of a High Court Judge as 
the President of the Appellate Tribunal. By this, not only 
would the status of the Tribunal be enhanced but also criticism of the 
type made by the Law Commission would be obviated. We recommend, 
therefore, that a servmp Hiph Court Judge should be deputed to act as 
President of the Appellate Tribunal by the President of India for a fixed 
tenure. The emoluments and other conditions attached to the post 
should be suitably enhanced and a convention should be established for 
considering the President of the Appellate Tribunal for higher offices. 
It is only because of this recommendation that a High Court Judge 
should be appointed as President that we are suggesting later in this 
Report the grant of various additional powers to the President of the 
Appellate Tribunal. In para 4.45 of this Chapter, we are suggesting 
that he should be empowered to refer cases directly to the Supreme 
Court in suitable cases. We are also recommending in the Chapter on 
Administration that he should have the power to pass orders on the 
findings given by the Disciplinary Committees of the Institute of Char- 
tered Accountants and the Bar Councils on complaints against members 
of the accountancy and legal professions practising before tax authori- 
ties. 

The Appellate Tribunal consists of judicial and accountant members 
appointed by the Central Government. Judicial members are selected 
out of persons who have for a period of 10 years held a civil judicial 
post or been in practice as an advocate of a High Court. The account- 
ant members are appointed from amongst the Chartered Accountants 
and Registered Accountants who have at least 10 years of experience as 
well as out of persons who have qualifications and adequate experience 
considered suitable by the Central Government for appointment to the 
Tribunal Opinion was divided about the usefulness of appointing offi- 



cials of the Department as accountant members of the Appellate Tribu- 
nal. While many felt that such a procedure had obvious advantages in- 
asmuch as, with their previous knowledge and experience of tax matters, 
they would be able to dispose of appeals more expeditiously and pass 
realistic orders, there were others who considered that such members 
would be unduly biased in favour of revenue. 

4.16. The Income-tax Investigation Commission had stated that it 
would be advisable to recruit members from the judicial and Income-tax 
Departments, if men with requisite qualifications and experience from 
legal and accountancy professions were not forthcoming in sufficient 
numbers. It, however, felt doubtful whether successful members f’f 
these professions would come forward to accept the posts of members of 
the Appellate Tribunal at the existing level of emoluments and other 
conditions of service. The President of the Appellate Tribunal, who 
appeared before us, as also others expressed the same doubts in the 
matter. 

4.17. We agree that successful members of these two professions would 
not generally be willing to appear before the Union Public Service 
Commission for being selected for the posts and serve as members at 
the existing scale of pay and other conditions of service. However, in 
the face of the trend of opinion which does not favour any general in- 
crease in the emoluments of public servants, we are hesitant to propose 
any enhancement in the present scales of pay except for the President 
of the Tribunal. We have, throughout the Report, generally refrained 
from giving any opinion on the scale of emoluments of officials because the 
matter has been dealt with only recently by the Central Pay Commission. 
We understand that previously there was a convention by which one- 
third of the posts of accountant members in the Appellate Tribunal used 
to be filled up by senior officers of the Department. As, however, during 
the last two or three years suitable candidates were not forthcoming 
from the accountancy profession, the vacancies have been filled up by 
recruiting larger numbers from the Department. Thus, in recent years 
the trend has been to confine the recruitment of accountant mem- 
bers largely to the members of the Income-tax Department. Similar 
(Considerations also hold good with regard to the recruitment of judicial 
members from tfie legal professions. In view of these factors, the best 
course would appear to be to appoint, as members of the Appellate Tri- 
bunal, competent members of judicial and revenue services who have 
still to serve for a period of 10 to 15 years. We, therefore, recommend 
that, as far as possible, officers of the Department of the status of Com- 
missioners of Income-tax or Assistant Commissioners senior enough 
to be appointed , as Commissioners should be selected for appointment 
as accountant members. Once an officer of the Department has been 
selected as a member of the Tribunal, he should not be allowed to revert 
to the Department. We also recommend that, as far as possible, serving 
District and Sessions Judges should be selected for the posts of judicial 
members. It should not be necessary for these officers to apply formally 
for appointment as members of Tribunal and the Central Government 
should, on their own, make the selection. We are of the view that the 
practice of appointing members on a contract basis should be discontinued 
and that all appointments should be on a permanent basis with adequate 
pension benefits. With a person of the eminence of a High Court Judge 
as its President and persons of the experience and qualifications we have 
suggested as its members, we believe that the requisite degree of know- 
ledge of law and accountancy based on practical experience would be 
provided and the Tribunal would be able to command the respect of the 
taxpaying public. 



4.18. With 5“ we°havi no ’doubt, 

different benches ofjhe^ conSiSd S%e”?oJ 

Improved methods important appeals by bench s possible, the 

of work members and himself As gr as^ P 

Tribunal should give reasoned and involved,^ the arguments 

findings so that a clear picture emerge. The difficulties 

advanced and the conclustms , assessees would be reduced if 

experienced by the Department and^^the the problem. 

greater attention is paid y extent the criticism levelled by the 

This would also m^t ^ ^ tuunal succeeds in inspiring confidence 

l^The'Tndro? the ta^x^aying 

mu"ch'Vs?oc":sTo"fo"r Teeking further Judicial ’review of its orders. 

4 19 Under the Wealth-tax, ^AppAlate'''^lT-fbunal 

Duly (Amendment) Acts, ine PF^ penalty. No 

Powers mx A?t A suggestion was made 

such powers exist under ihe Inco ‘ granted under the Income- 

to us that powers of enhancement should g j act-finding au- 

tax Act also. As the Appellate 

Sip, P decidon.^- do 

0 , STccS u J/; the o', he, direct tlxes A* .should he-nuth- 

drawn, 

4.80. The Income-tax ■nves.lsation Co^ 

Sso did no! consider ^ “f.P'"' 

power to vary, m tpe Appellate Assistant Commissioner 

respect of anv item disallowed by ^PP appeal against that 

even if the Department had not c t 

order. However, it felt instances portion of the Appellaue 

might not have chosen to appe. g assessee was prepared to 

Asfistant Commissioner’s order so ™ ^ that in such cases, if 

acquisce in the order as a ':i| 3 peal the Department should be per 

ultimately the ^^^?l%^"obSio^ against so much of the order 

mittpd to file a memorandum o. nn.ieciju s „ revenue, provid- 

S the Appellate Assistant ^e?vice upoHhem of the notice 

ed it was filed Appellate Tribunal Rules, of the appea. 

referred to in Rule 20 of the pndorse the views of the Income- 

having been filed by the that a similar concession should 

I- ^^ZZ%e 

before the Appellate Tribunal undei 

the conditions mentioned above. 

PANEL OF ADVISERS 

4,8t, AS an improvoment on 
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422 The association of noh-officials with the tax department, 
disposing of appeals, was considered in Japan by the Shoup Missum i 
came to the conclusion that it was not a workable proposition. We tee. 
that the observations made by it would apply with equal emphasis tv 
conditions in India. It had stated as follows . 

“Dissatisfaction with the present system has given rise to a 
nfmber of proposals for citizens’ Committees to settle dis- 
putes betweL the taxpayer and the J . 

reassessment. If there could be no expectation of improve- 
ment within the tax office, such committees would be useful. 
The problem is, however, that once such committees are se 
up tLre is no longer much pressure for improvement of 
tfc protest mechanism within the tax offices. The committees 
wou?d tend to perpetuate the very difficulties 
them into existence. And no matter how carefully they 
were chosen, they could never do as good a job this highly 
technical field of income taxation as could a well 
svstem of Conference Groups. Moreover, there is always 
the danger that the committees might get into the hands o 
nersons who would try to use them for their own ends We, 
therefore, recommend that citizens’ committees be not in- 
troduced into the system of income tax administration. 

ly m knowledge necessary for^dealing with tax assess- 

for coming to this conclusion. 

4 94 The suesestion to associate non-officials at one stage or other in 

Se ,Sv limlteT wfdo^bt a tax-payer would be willing to 

« f nf« hn^iness affairs examined by persons who may be his competitors, 

DeSment Sid adduce such expert evidence as they desire and the 
evidence produced could be considered on merit by the appdlate authori- 
ties We^are also doubtful whether participation by non-officials wo^J^ 
S inSedv disposal of appeals. It would be difficult for an outsider to 

grasp the intricacies of such a technical subject as a ^"at 

arrive sDeedilv at a judgment superior in any respect to those given at 
nSnt by officials who possess the advantage of a working knowledge of 
the statutes In the appeals under the taxing statutes, noriMlly, ther 
are mixed questions of facts and law and it is, therefore, unlikely that 
aSodation of non-officials would help to accelerate disposal of appeals m 
lenerS In our opinion, no case exists for the association of non-officials 
with the appellate authorities. 

♦Report on Japanese Taxation by the Shoup Mission (i949)- Volum; II. peg - 230 . 
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RIGHTS OF APPEAL 

4 25 We now proceed to consider the modifications necessary in the 

4.Z0. wc no p ^ the different direct 

Additional r.ghts taxes Acts. The orders Acts 

or affecting their rights under the direct taxes Acts 

arp fieneiallv all appealable. Instances where no specific ^peals have 
been ^provided for are covered by the revisionary powers of Commission- 
ers Representations were made to us that on certain orders under t 
direct taxes Acts which alfect the substantial rights of assessees no rights 
of appeal exist at present. Order under Section 35 of the Income-tax Act 
was^mentioned as^an example. The Income Tax Investigation pmmis- 
-'ion and the Taxation Enquirv Commission had recommended that a 
appeal iould lie provided\g such an order. The latter recommended 

grant of appeal rights on certain other orders also. 

4 26 In our opinion there seems to be no reason why, for the purpose 
of seeking rd^el t e right of appeal should not exist as an alternate course 
n aXhhon to thV righ^^ go in revision before the Commissioners m res- 
x^t ofalTorfere afLting the substantial rights of the assessees^ There- 
fore we recommend that rights of appeal should be provided 
the orders vassed under the following Sections of the Income-tax Act 
and the corlesponding sections of the other direct taxes Acts wherever 
applicable: 

(1) Section 18(7) under which the pereon 

tax at source and paying it to the crcdit of the Central Gc 
ernment could be treated as an assessee in delault, 

(‘>1 Sections 18A(6), 18A(7) and 18A{8) authorising levy oMntcrest 
and Sections 18A(9) and 18A(10) authorising levy of penalty 
in instances of late payment or non-payment of the correct 
amount of advance tax, 

(3) Section 23(6) governing the determination of the income of a 
firm and its division amongst the partners, 

(4) Section 23A(1) authorising inclusion of deemed dividends m 
the total income of a shareholder, 

(5) Section 25(3) and 25(4) governing grant of exemption from tax 

in cases of succession and discontinuance business, 

(6) Rule 6B under which registration, granted to a firm under Sec- 

tion 26A, could be cancelled, 

(7) Section 35 authorising rectification of mistakes in the orders 

passed, 

(8) Section 43 under which a person can be treated as agent of a 

non-resident, and 

iqi Section 44 under which liability could be fixed on partners of 
firms and members of associations in instances of dissolution 
or discontinuance of business. 

l;' 

whSe he refuTes to extend time for filing an appeal or dismisses an appeal 
as not filed in time. 
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427, in order .o eppeaUn 

S,.a»«r.PP.1 

b;t‘e"ppc'naX'™ra^a°o^>moa^ 

Ttour“Sri'pa-r'i=.ha;| v^uM^ 

0^1 nr'ictice when in a case poinib c |]T^pni. In asuch 

fn'TaS InZild and the assesaees fio .n aPP“^‘S, wi* W the Tribunal 

” ?u^tlano«, the aante tS' he^.MK Irought beb.te h d.recHy 

»- “.;;i »L 


fuTiltherr 4 >«^^ SI H r".S 

!SoSr" refiSrS-nd „„ di.erent dates, 

4 *>8 The Income-tax Investigation cfvil ^Courts, the pre- 

questfon whether, compared to the a^ pp^ate 

sent svstem ot appeals under pc ^c r „ of an unnecessary 

Sorities on questions ol fact was "P soppr^ b proceedings were 

Su?r It came to the conclusion pp Inc me m Courts. It 

somewhat different from the a person who was independ- 

stated that in the Civil Courts the . .^ ,^ 3 ^ matters the assessing officer 

Sff of the parties, whereas 11 as a iudge all rolled into one It 

was a party and an investigator as well as a juag restricted to the 

Tlso Mt ffiat if in certain classes of casi^,.appea^l.^ar^ 

Appellate Tribunal alone, Tribunal Hence, it came to ^bc eonclu- 

volume of work of the mocedure was called for. We fmd 

Sion that no modification of the Income-tax Investxm- 

p-"-”" “ 

429, in order to was”mfd'J^f£ 

R.„,ic,ioo .„ .i.h„ wS b” tow KsO5.00« 

Appellate Assistant Commissioners. 

4.30. In our opinion, it would b^ unfair Ip deny ^prS^red 

the basis of any such monetary limits. - taxing statutes and may have 
S tesfJhe propriety of the pr^ijs^of ^he t-mg^sta^^ 

nothing to do with the quaiff ^ involving substantial points can 
volved in the assessment. Q'^^tions monetary limit fixed^ 

arise in cases which m^y „„opi.v affect the rights of assessees m ^ 
Again, the proposal will it unfair to deny them the rights 

small income group appear as insignificant to an assessee 

which they enjoy now. What might appear 


In ""'Sht well be a matter of vital importance to 

H income group. Moreover, the latter category of 

assesstes does not, m any case, figure to a large extent, at the s^ond 
stage of appeal. Therefore, it is only fair not to deny them the chance 

The?e^1?5so^the dosS ?®^T ^PP^^^ate Assistant Commissioners, 
trint^fn f * possibility of a grievance being made out that if a res- 

Lrs ^icht fbf i"to existence, the assessing offi- 

with a view to depriving the assessees of their 
thP^nni Jn^ H genuine cases. In view of these considerations, we are of 
the opinion that no restrictions should be placed on the existina riahts of 
appeal under the Income-tax Act on the basis of the ZnefarTumX thl 
income or tax involved. We do not favour such a restriZJn bZa itro 
duced under the other direct taxes Acts either. mtro. 

4.31. As a means of encouraging an early and prompt filine of returns 
a larger degree of compliance with the terms of notices issued and for ’ 
ducng the number of appeals, a suggestion was madrto us ttaffte rJht 
of appeal m.ght be statutorily restricted in instunces w£re a^Json tSfi 

?oub? Whe7h.'‘r";b" a'"’ issued Kim ^ 

SS rr J present situation calls for such a drastic change The 
possibilities of assessments being completed ex parte and penalties beinv 

£9ed “wirappea^“.o'S™ s=;fflcTe‘nfSe° reefs'" '‘it £^0^^ 

out opportunities for appeal altogether. The non-complfance with thl 

X -I 

Moreover, the soggesuKi"umer?LrevTr','' aSesreeTh^ 

rsi“oLVL“ rS 

than a,lr°esent “ ““PlisnPe with notices to any ^greater 
ed und%^£tion 

an ex parte assessment was what was provided by Section 27^ndp ^^h^ h* 
the assessing officer could cancel such L TssSsiSnUf suffid^ 
non-comphance was shown by an assessee. It was felt tlSt f?r lusfiL^to 

a^^ in appeTpoJ: 

i~:ZLlnZd dirmtl^n apTilln^uch"^!^^^^^^ the lloml' 

change in the circumstances of a type demanding a Zng bacTtoZTvre 
1939 position has occurred and hence we do not rpoo«rmf T ^ to the pre- 
the present position in this regard. ^ recommend any change in 

4.33. It was represented to us that the Department was faced with 
Writpc titions grave difficulties as a consequence of the granting of 

Sts" - 
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‘Governor-General of Fort William and Sir Elijah Impey, the first Chief 
Justice of the Supreme Court of Judicature was maintained as a cardinal 
principle in all acts of constitutional reforms ending with the Government 
of India Act, 1935. However, the entire position was changed by the 
Constitution of the Indian Republic. Article 225 of the Constitution con- 
tinued to the existing High Courts the same jurisdiction and powers as 
they possessed immediately prior to the commencement of the Constitu- 
tion and, in addition, granted original jurisdiction in revenue matters. 

4.34. It was pointed out that the assessees were challenging the valid- 
ity of assessments as well as recovery proceedings through writ petitions. 
Generally, these petitions are not disposed of promptly and interim in- 
junctions are granted staying the proceedings before the assessing and 
appellate authorities. When stay orders are issued by the High Courts 
and the Supreme Court in a particular case, these affect not only the im- 
pugned assessments and recovery proceedings but have wider repercus- 
sions inasmuch as similar proceedings in subsequent years in the same 
case as well as proceedings in other cases of like nature are also held up. 

4.35. The real difficulty faced by the Department is the delay which 
generally occurs in the disposal of the petitions which may give opportu- 
nities to the assessees for alienating their assets or destroying evidence 
rendering the efforts of the Department nugatory. The problem was 
considered in all its aspects by the Law Commission which did not favour 
the abandoning of the present position and thought that the rernedy lay 
in expyediting writ petitions governing revenue matters by giving them 
precedence in the list of Article 226 cases posted for hearing. It suggest- 
ed that a general rule should be made by the High Courts for giving 
such precedence. 

4.36. The difficulty experienced by the Department is but one facet of a 
many faced and more fundamental problem which is inherent in any sys- 
tem of government based on parliamentary democracy— the problem of 
checks and balances between the three governmental functions — viz., 
legislative, executive and the judicial. If the revenue department is to be 
helped out of its present difficulties by amending the Constitution, it will 
be difficult to resist request from the other departments. While it cannot 
be denied that revenue is put to considerable inconvenience and loss by 
frequent resort to Articles 136 and 226 of the Constitution by assessees, the 
fact that there are also instances where the judiciary gave decisions in 
favour of assessees have their own significance. Instances are not lacking 
even now, where the High Courts have been disposing of petitions with 
observations which are bound to nurture the growth of sound constitu- 
tional principles. The courts have also, on several occasions, insisted on 
the petitioners furnishing sufficient security while granting interim in- 
junctions. The rights conferred by Articles 136 and 226 are also available 
for the executive. While we appreciate the difficulty of the Department 
in this matter we feel that what is required is not a whittling down of the 
rights under the Constitution hut means to ensure a proper use of such 
rights. Speedy disposal of the petitions and insistence by Courts on the 
petitioners furnishing securities for the tax or giving undertakings which 
would protect the interest of revenue as a condition for admitting the peti- 
tions would go a long way in this matter. We, therefore, recommend that 
it should he ensured through appropriate Rules of the High Courts that 
the Courts give precedence in the matter of hearing of all applications com 
cerning assessment and collection of the direct taxes, issue notices of hear- 
mg to the Department at the stage of admission of writ petitions, and in- 
sist, in suitable cases, on the petitioners furnishing adequate securities to 
cover taxes in dispute before granting stay orders. 
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during each of the years registered a decline during 1957-58 and 1958-59. 
The total number of cases disposed of also showed an improvement 
throughout the period except during 1958-59. The arrears, however, con- 
tinued to be substantial and for certain years, they were more than the 
number of cases instituted, Tiie break up of arrears on 31st March 1959 
showed that nearly 80 per cent of the total were covered by appeals pend- 
ing for less than one year. Though cases pending for more than one pmar 
formed r)nly 20 per' cent of the total appeals pending as on th'at date,^ 1 ley 
amounted to 17,274 which is an unduly large number. Every efTort shc^uld 
be made to dispose of these cases early and reduce the pendency oi old 
arrears. 

4.39. We have reviewed the measures adopted by the Central Board of 
Revenue for reducing the pendency of appeals before the Appellate Assist- 
ant Covimissioners and. ive find, that they hmw proved ^ fruitfuh Since 
April 1956, the Central Board of Revenue had been insisting that the 
Appellate Assistant Commissioners should dispose of appeals according to 
a planned p)rogranimc. These programmes are scrutinised by the Cential 
Board of Revenue which suggests such modifications as it considers neces- 
sary. Through a system uf review of the disposal every month it ensures 
that the programme is by and large adhered to. The planned programme 
and the monthly reviews have helped considerably in increasing the pace 
of disposal. Still, we fnd that the pendency at the end of 1958-59 repre- 
sents eight months’ workload. We feel that the matter should continue, 
to be kept under constant reihew and the pendency should be brought 
down to some four rrionths’ workload. While ^very effort should be made 
to increase the rale of disposals, the improvement in output should^ not be 
secured at the cost of quality of work. If the present strength of the Ap- 
pellate Assistant Commissioners is considered inadequate for these pur- 
poses, there should, be no hesitation in increasing it. It may be re-em- 
phasised in this context that the really effective remedy in reducing ap- 
peals is the passing of realistic assessment orders. We feed that the re- 
commendations we have made with regard to assessment of the tax-payers 
in the small income group, the extension of “group charges” as well as the 
oilier improvements we have suggested in the Chapter ^ on Assessments 
would make for a decline in the number of appeals instituted. 

4.40. Details regarding disposal of appeals by the Appellate Tribunal 
will be clear from the following table: 

Table 2: Progress of disposal of appeals by the Appellate Tribunal 



Years 

1954-55 

1955-56 

1956-57 

1957-58 

1958-59 

I. 

No. of appeals 

instituted 

7,858 

8,777 

9,621 

13,140 

13,327 

2. 

No. of cases for 

disposal 

14,486 

16,054 

17,224 

22,629 

26,851 

3. 

No. of cases disposed 
of . 

7 , 209 - 

8,451 

7,735 

9,105 

9,733 

4 . 

No. of cases pending 

17,2 77 

r7,6o3 

9,489 

13,524 

17,118 


The above statistics show that the number of cases for disposal registered 
a continuous increase throughout the period of five years under considera- 
tion. The number of cases disposed of during the years fluctuated either 
way during period but in 1957-58 and 1958-59 there was substantial 
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Improvement. Ihe number oi cases in arrears also registered a con- 
tinuous increase. In fact, the number of appeals pending in 1958-59 was 
much more than two times the number for the year 1953-54 when it stood 
at 6628. As m the case of appeals before the Appellate Assistant Com- 
missioners, for certain years, the arrears were larger than the number 
of appeals instituted. We are convinced that with its present strength 
the Appellate Tribunal will not be able to cope up with the work on 
hand. We recommend that the number of benches of the Appellate 
Tribunal should be increased immediately. Steps should be taken to see 
that cases do not remain pending merely because of vacancies or absence 
of members. The President of the Tribunal should exercise administra- 
tive control for ensuring that all the benches dispose of a sufficiently 
large number of appeals. 

4.41. The details regarding the rate of disposal of appeals before the 
High Courts would be clear from the following table: 

Table 3. Progress of disposal of references by High Courts. 



Years 


1955-56 

1956-57 

1957-58 

1958-59 

I. 

No. of references 
instituted 

369 

368 

434 * 

436 

521 

2. 

No. of cases for 
disposal. 

1,553 

1,649 

U 75 T 

i .,923 

2,174 

3 - 

No. of cases disposed 

of . . . 

272 

332 

264 

270 

2S5 

4. 

No. of cases pen d i n g 
disposal . . , 

■ 1,28 1 

U 3 T 7 

t 4 ,.s 7 

1.653 

1,889 


It could be seen from the above that the total number of cases for dis- 
posal registered a continuous increase throughout the period. While the 
number of cases disposed of fluctuated either way, arrears have been 
continuously on the increase. In each of these years, the number of 
cases pending at the end of the year was much more than the number 
of references instituted. Out of the total number of cases pending on 
31st March 1959, more than 50 per cent consisted of cases pending for 
more than two years. The present position needs to be improved. We 
suggest that the Chief Justices of the various High Courts should be 
reciuested. to examine the position and take suitable' measures such as the 
constituting of Special Benches for dealing with reference applications 
under direct ta.res and giving priority to them so that the disposal of such 
cases is expedited. , 

4.42. The following table .shows the position regarding appeals before 
the Supreme Court: 

Table 4: Progress of disposal of appeals by Supreme Court. 


1954-55 1955-56 1956-57 1957-58 1958-59 

1. No. of appeals instituted . 

2. No. of casCvS for disposal . 

3. No. of cases disposed of . 

4. No. of cases pending disposal 

The above figures show that there has been a steady increase in th^ num- 
ber of appeals for disposal. The disposal during 1958-59 was the highest 


34 

58 ’ 

89 

46 

30 

.83 

123 

202 

216 

234 

18 

10 

32 


50 

65 

TT 3 , 

170 

204 

184 



during the period under consideration. Here also, the pendency was 
more than the number of appeals instituted during an year. For expedit- 
ing disposal of appeals pending before the Supreme Court, we suggest 
that the Chief Justice may be approached with a request for consVituiing 
a special direct taxes bench to deal with these appeals. 


UNIFORMITY IN INTERPRETATIONS 

4.43. It was represented to us that apart from delays in disposal, a 
great deal of hardship was, caused to the taxpayers on account of the 
lack of uniformity in the interpretations put on the various provisions 
of the taxing statutes by the assessing and appellate authorities. It was 
pointed out that where a particular provision was capable of more than 
one interpretation or where different appellate authorities had pronounc- 
ed different judgments, Revenue invariably chose to adopt the inter- 
pretation most favouraljle to it and ^ this gave rise to further litigation 
and delays. 


4.44. While we appreciate the difficulties resulting from the different 
interpretations of the provisions of a statute by different authorities, we 
feel that these cannot be completely avoided. Varying interpretations 
is not a feature peculiar to taxing statutes alone, but common to almost 
all the statutes. If, to obtain a greater degree of uniformity in inter- 
pretation, the taxing statutes are to be expressed in such terms as not 
to leave any doubt as to the correct interpretation and, for this purpose, 
a more detailed elaboration of the provisions is to be attempted, the 
statutes would become cumbersome. Further, in the absence of an 
interpretation which is legally binding on all, the freedom of the appel- 
late authorities to interpret the provisions according to their best under- 
standing cannot be curtailed in any manner. In order to secure unifor- 
mity in the interpretation at the assessment stage to as large an extent 
as possible, the Central Board of Revenue issues .suitable instructions to 
the assessing officers, whenever it observes that a provision is capable 
of varying interpretations, and whenever a new law is enacted or some 
amendments made to the existing provisions of the law. Such instruc- 
tions, in our opinion, considerably mitigate the difficulties of the assessees, 
and the Central Board of Revenue .should continue to issue such instruc- 
tions, wherever necessary. We suggest that these instructions should be 
published and made freely available to the members of the public. 
Guidance by senior officers at the pre-assessment stage, extension of the 
‘Group Assistant Commissioners’ charges and) the various other sugges- 
tions made in the Report will also, we believe, go a long way in securing 
greater uniformity at the assessment stage. 


4-45. As regards uniformity of interpretation at the stage of appeal 
before the Appellate Assistant Commissioners the present procedure of 
issuing copies of the instructions of the Central Board of Revenue to 
them should continue. These, however, will not be binding on them. As 
regards the Appellate Tribunal we suggest that where on a question of 
law involved in an appeal before it varying judgments have been given 
by different High Courtis, the President of the Tribunal may, on a request, 
rrlade to him. refer the question directly to the Supreme Court for a 
decision. 
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adducing of evidence 

4 46. Ine difiiculties experienced +k- "tv 

taxpayers regarding the adducing of evidence befem-.^/h^^^ 

11I10.S were brought to oUr notice At r-vw.c ■,. * ' V , appeJiaie autho- 
prtrduced belin-e the asse“inTofficor:^^L?uTf^ evideiice which was not 
tile discretion of tJie Appelhite^^AslisPm^r'! 

belxire tlie Apnojjr^e Trihiin-vi ii ^ In an appeal 

Were nian;y instance^ whore r . a ’ 3 ■ pointed out tha: tlu^re 

relied upon by them in support o'r^f heir* produce all the evidence 

ments on an estimate hasis^hoping that the^lSitv^”'^' 
esiimales would fall below their true liahi iiv ^ T ^ P. 
attempt, they preferred to adduce evidence wlthheld^lw t/‘" 
segment stage before the appellate authorities and «’ek A A "\n "f 
umck sudi attempts at escapement of true liabilitv and al« r 
ing about a reduction in the number of anneds n ^ ° lor brmg- 

that, statutorily, it should be nrovided ri? ?t' ^ ^ Jiuggested to us 

given to assesse^s to Suce ^fd^co at t 

i. Without sutSitl lit..”’** 


liKgiF'SS s?« ■ 

die number of opportunities given to assesst’es tVtiducc 

also the points on winch evidence had been reauired li f ' ,t . 

such a result might he obtained by meiTnrof a^staStory 

evitmoP^^/^^^ "o sympathy with the assessees who kerp back 

vi'hncc leJevant tor proper assessment in the hope that the e-timatec; 

^1dd u” • true liability^ we fed thaf There 

ould be instances where the assessees were prevented by sufficient - 

pi mted out to us that many a time the assessing officers failed to make 
their mind clear and mention their requirements to the T s^' er and 
that often orders were passed which took the lXi w TurpTse 
. a careful consideration of the matter, we recommend continuance of 
t m present system where the adducing of additional evidencT s left to 
fe d^cret^n of the Appellate Assistant ' Commissioner 

whOTTThe^aTsTsTT°”w entertain new evidence only 

Where the assessees hadi no opportunities for producing it before the 

assessing authorities. They .should not allow the assessed t? Adduce 

stoV' ArreTaTdr?hi^id deliberately withheld at the assessment 
stage. As regards the adducing of evidence before the Appellate Trihu- 

‘nal, we do not think any modifications are necessary and the position 

S rS’plLSt!’' '^PP^iafe IrTZ 



COLLECTION OF Ti\XES IN DISPUTE 

4.49 It was represented to us that hardship was caused to assessees 
when the Department insisted on the payment of tax even though they 
might have preferred appeals against the assessments. It was suggested 
that statutorily, collection of tax should be stayed in all instances where 
assessments were disputed in appeal, revision or review. The problem 
assumes importance because of the grievance made out that there were 
many instances where unreasonable demands were made and that in such 
cases if collections were insisted upon before the decision of the appel- 
late authorities, the assessees were likely to be ruined. 


4.50. At present, the direct taxes Acts do not contain any provision 
for an automatic stay of collection when assessees go in appeal. The 
provisions of Section 45 of the Income-tax Act, however, mention that 
where an assessee has presented an appeal before the Appellate Assistant 
Commissioner, the Income-tax Officer may, in his discretion, treat the 
assessee as not being in default as long as such an appeal is not disposed 
of. wSimilar provision exists in the other Acts also. The discretionary 
power is thus available only to the assessing officer and the only instance 
wheu'o he can allow time for payment of tax is where the assessee has 
gone in appeal before the Appellate Assistant Commissioner. If the mat- 
ter is before the Tribunal or even before the High Court or is before the 
Commissioner of Income-tax, the assessing officer has no autliority to 
use his discretion. The refusal by an assessing officer to use his dis- 
cretionary power in favour of the assessee cannot be appealed against. 

4.51. The Income-tax Investigation Commission had recommended that 
a specific provision should be made in the Income-tax Act enabling the 
appellate authority to order stay of recovery of tjax pending disposal of 
appeals. It had suggested that in suitable cases the appellate authorities 
might call upon the assessees to furnish securities for the amount covered 
by the stay order, and that the assessee should pay interest at three per 
cent, if the amount stayed was subsequently ordered to be recovered 
pursuant to the decision in appeal. 

4.52. We agree that considerable hardship would result if assessments 
are made without ^any reasonable basis and the Department insisted on 
collecting the duties without waiting for decisions in appeal. There could 
also arise honest differences of opinion between the Departmemt and the 
assessees with regard to the applicability of particular provisions of the 
haxing statute. In such circumstances, we feel that the assessees should 
be provided with some convenience in the matter of payment of the tax 
and collec^on of disputed amount should be held over till the decision in 
appeal. However, we do not favour any statutory provisions being made 
for the stay of collections as obtaining in U-K. and U.S.A. In our opinion, 
the circumstances prevailing in this country are different and the introduc- 
tion of such Q system would only result in putting a premium on defaults 
m payment of taxes. We are not in favour of the suggestion made in 
this^ regard by the Income-tax Investigation Commission, either. We feel 
that it would lead to the filing of frivolous appeals merely with a view to 
obtaining time for payment of tax. Moreover, it would also result in a 
duplicatmn m the work of appellate authorities inasmuch as a case will 
have to be heard by the appellate authority twice — once for taking a 
decision on the request made for stay of collection hnd a second time for 

eciding the appeal on merits of the questions raised. Statistics show 


96 


that considerable amounts nre being held in abeyance even now by 
Income-tax Officers in cases where the assessees have gone in appeal. Such 
amounts increased from l(r61 crores of rupees in 1953-54 to 30‘27xTores in 
1958-59. Judged by the figures, it would appear that the discretionary 
power is already being used judiciously. While the assessees may be 
given due eccommodation in the matter, we desire that the powers regard- 
ing it should be exercised by the administrative authorities and with 
sufficient safeguards to protect the interests of revenue. We, therefore, 
recxrfnrnend that the present provision for the stay of disputed demands at 
the discretion of th(^ assessing officer should continue hut the assessees 
should be provided loith a right to approach the Inspecting Assistant Com- 
missioner, the Commissioner and the Central Board of Re^mnue in instances 
lohere his request is not acceded to. These authorities should normally 
grant time in deserving cases where an assessee agrees to furnish securi- 
ties. In addition, interest at six per cent, should be charged on the 
amount of taxes stayed but ultimately held payable on decisions in appeal. 
The Commissioner should, however, have the discretion to waive security 
in suitable cases. We also recommend that the present practice of 
accommodating assessees in the matter of payment of ffixes even in 
instances where no appeals have been preferred should continue subject 
to the conditions already mentioned by us. 

4.53. Another phase ofdhe same problem was raised before us by the 
WithholdiiiB refunds Copartment and it was suggested that, stetutorily, it 

^ should be empowered to withhold refunds resulting 

from decisions of Appellate Assistant Commissioners and the Appellate 
Tribunal. Under Section 66(7) of the Income-tax Act and the corres- 
ponding Sections of the other direct taxes Acts, High Court is granted 
power to authorise the Commissioners to postpone payment of the refund 
which became due as a result of its decision until the disposal of the 
•appeal by the Department to the Supreme Court. Except for these, there 
is no provision to safeguard the interests of revenue when as a result of 
an order of an appellate authority a refund of tax has been made. If. 
subsequently the Department succeeded in appeal, it might experience 
difficulties in getting back the amounts as by thot time the assessee might 
have alienated his assets or failed in his business or even ceased to exist- 

4.54. The Income-tax Investigation Commission had favoured the 
placing of a restriction under the Income-tax Act on issue of refunds 
resulting from orders in addition to what already obtained under 
Section 66 (7) of the Act. It suggested that when an appeal was filed or 
relerence was made, the Department should file an application to the 
Appellate fribunal or the High Court, as the case may be, stating the 
reasons why in its opinion it would be inexpedient in the interests of 
revenue to allow refund being made under the order complained of. It 
^S.kf-sted that on the analogy of Order 41 of Rules 5 and 6 of the Code of 
Civil Procedure, the Appellate Tribunal or the High Court should order 
either stay of issue of refunds or permit its issue on the assessee’s furnish- 
ing sufficient security. It also suggested that if the whole or the pert of 
the refund thus withheld was ultimately held payable to the assessee on 

i iu assessee should be granted the refund along with interest 

at three per cent. 

4.55. The provisions of Section 66(7) were introduced as a result of 
^e recommendation made by the Income-tax Enquiry Committee, 1936. 

• for such a procedure was that there was enorrnous delay 

m the disposal of appeals to the Privy Council on orders from the High 
courts. In view of our recommendations with regard to the mode of 
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working of the various appellate authorities, we are confident 
would not be any undue delays. In our view, it 
withhold amounts due to an assessee merely because the 
gone or desired to go in further eppeals. ihe various mtasuie., suggested 
by us should, cumulatively, prove helpful m protecting the interests of 
revenue and we do not think that there is any case lor placing a restriction 
on issue of refund arising from decisions ol appellate authoiities. We 
therefore do not favour the introduction of provisions analogous to what 
is* contained in Section 66(7) of the Income-tax Act and the corrtspon ing 
Sections of the other direct taxes Acts to cover instances of appeals bejore 
the other authorities. On the other hand, we are sufficiently impresK'>ea 
with the grievances brought out by the assessees that there is an enormous 
delay in the issue of refunds resulting from appellate orders As a means 
of remedying the situation, we are recommending later, in the Chapter on 
Refunds, ‘that in respect of all refunds urising out of appellate orders, 
interest at six per cent, should be paid if delayed beyond one rnonth iiom 
the date on which the appellate order reached the assessing officer. 


COSTS IN TAX APPEALS 

4.56. It was represented to us that the direct taxes Acts should be 
amended to provide for the awarding of costs to successful parties in appeal 
proceedings before the Appellate Assistant Commissioners and the 
Appellate "Tribunal. Excepting Section 66 (6) of the Income-tax Act and 
Ihe corresponding Sections^ of the other direct taxes Acts which provide 
that where a reference is made to the High Court, costs shall be awarded 
at its discretion, no statutory provision exists for the awarding of costs in 
tax appeals. The rationale behind the scheme of awarding costs is that 
the party who has been put to expenses unnecessarily in the course of 
determination of correct tax liability gets his costs reimbursed to the 
extent held admissible. While the suggestion has obvious merits, we 
doubt whether it can be introduced at the stage of appeal before the 
Appellate Assistant Commissioners or the Appellate Tribunal because such 
a procedure would give rise to a number of problems. The decisions by 
these authorities may be reversed partly or fully in a subsequent appeal. 
The problem would arise whether the costs awarded should be taken back 
and if so, to what extent. There would also arise the need for u certify- 
ing authority, as obviously whatever the assessee might have chosen to 
spend could not be awarded as costs. Quite often, a number of points 
are taken up when a case goes in appeal und only some of them get allowed 
in appeal without the tax or penalty being remitted in full. In such 
circumstances the question would arise whether the appeal which was/ 
pcirtly decided in favour of the appellant was to be judged as sufficiently 
successful to qualify for costs. We find that the Royal Commission on 
the Taxation of Profits and Income had, for similar reasons, not favoured 
the award of costs before the General or Special Commissioners. For 
these reasons, we are of the view that the practice of awarding costs' 
preimlent in Civil Courts cannot he easily adopted for appeal proceedings^ 
under the direct taxes Acts as far as appeals before the Appellate Assistant 
Commissioners and Appellate Tribunal are concerned. The system of 
©warding costs to successful parties is already in existence ^o far as 
references to High Courts and appeals to Supreme Court are concerned, 
and, therefore, no change is required. 


4.57. Closely allied to this problem is the question of allowance of the 
costs incurred in appeal as a deduction from the taxable income of an 
assessee. We have already commented on the suggestion with regard to 
deduction of expenses at the assessment stage for the determination of 
tax liability under the Income-tax Act. The present procedure of allowing 
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expenses incurred in the settling of the income-tax liability of the assessee 
before the assessing authorities itself constitutes an extra statutory con- 
cession. We heve earlier recommended an extension of this concession to 
cover costs incurred in the settlement of liabilities at the assessment stage 
under the Income-tax Act under all the heads of income as well as for 
deterinming liability under the other direct taxes Acts. In our view, 
there is no justification for a further extension of the concession to cover 
costs incurred in appeal and we do not, therefore, recommend any change 
in that direction. 


REPRESENTATION OF THE DEPARTMENT BEFORE APPELLATE 

AUTHORITIES 

4.58. A problem to which our ettention was specifically drawn was the 
inadequacy in the present system of representing the Department before 
the Tribunal, the High Courts and the Supremt' Court. It was piointed 
out that many a lime the Department lost its case merely on account of the 
meffective' defence put up. We are convinced that there is a need for 
improving the present state of affairs. In the Chapter on Administretion 
we are recommending the appointment of a senior member of the lef^ai 
prolession adequately experienced in tax matters as a legal adviser of the 
Central Board of Revenue. It should be his responsibilitv to see tha+ the 
representation of the Department before the Tribunal, the High Courts 
and the Supreme Court is adequate. In our opinion, the Central Board 
of Revenue should decide the matter of engaging counsels on its ov.m and 
should engage leading counsels to represent it in inmortant cases before 

It wnf ?ther courts of appeal. % such a procedure, 

it Will be able to safeguard the revenues involved not only in those cases 
Similar cases. We .suggest that special wings consisting 
ri. a^ountancy advisers should be constituted at selected cerntres 

like Bombay, Calcutta, Madras etc. Their services may be utilised fora 
^en^n’^ defence of the ceses of the Department. We recommend that the 
senior Depaitmental Representative before the Appellate Tribunal should 

the status of an Assistunt Commissioner He 
_ ould be helped in his work by competent junior representatives Selec- 
tlon for these posts should be made solely on the basis of merit and only 

advocacy should be selected for the purpose 
^ey should be selected at e very early stage of their official cai” and 
frr training m this line of work. They should also be granted 

special pay and specialisation in this field of work should be encouraP«? 

at the tune of the hearing of appeals before the Appellate Tribunal Hiph 
Courts and the Supreme Court. This would se?Ve 2 2 aM to K 
representatives and the counsels while conducting the cases 
end also help m developmg a judicial approach amongst the officers. 

revisionary powers of COMMISSIONERS 

• 4.59 Representations were made to us that the present provisions relnf 

mg to the re^sionary powers of Commissioners LS toX Sffied ffi 

was suggested that for securing uniformity in the 
provisions of direct taxes Acts as regards the time limit uS which 
revision in favour of assessee as weU as revision in favour of revenue can 
be effected, the time limit under Section 33A of the Wniltex a2 anH 
^e corresponding sections in the other direct taxes Acts Sd betner^s^ 
timf year to two years. Even now, though under Section 33A the 

tme limit of one year is fixed, the ComiAissioners are 2SiS the dfs 
orebopary power to condone delays in deserving case^"aSl“teefore;^' 
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be even more than the two years prescrib- 

iiZ mf re ^ cMngeis called 

misTnJert lha.nf' ^ a 'mention in this context that the Com- 

assel^moy,u^nfA^n I'reely, especially in cases of over^ 

Zc7u^ of - denied benefit mdely (m 

Um^rnion petitim^ having been filed beyond the period pf 

taxi Arts as r!c7r2 V^V'^^ uniformity in the various direct 

both in favonr governing the revision powers 

Doin m lavour of the assessees as well as Revenue. 

4.60. With regard to Section 33A(2) of the Income-tax Act mrl tn« 
corresponding Sections in the other Acts, nnother sugges^n mad^to 
was that the Commissioners should invariably grant a hea?/nS tn th^ 
hS^^tn^h’^^'' before disposing of the petitions. In^ our view, a diftinction 

nil between simple cases where the Mints 

mnl 1 would be sufficiently clear from the evidence on record and the 

wheje granting of personal hearing woffid be of 
(lopv nnt -o ^ (^commend that while in instances where the assessed 

as at vresent^l^ revision fee may cumtinue-to be Rs. 2^/- 
.. I resent, in instances where the assessee desires a hearina bn the 
Commissioner, he should nan n of Ro 7 s/ ntaicng oy the 

not however be orepU ApAr ^ Commissioner should 

of the former cnlennrl granting a hearing to the assessee in cases 

/or any reason, he considers it necessary, 

undt^^sSio^mfeiorthi f Commissioners 

Table of revision petitions under Section 33A 


of 


1. Nc\ instituted. 

2. No. ibr disposal 

3. No. disposed of 

4. Balance . 

5. No, of Commissioners 

6. Average disposal 


1954-55 

• 1955-56 1956-57 

1957.58 1958-59 

5>2S3 

5,017 

4,907 

6,284 

4,927 

9,819 

9,643 

9,247 

10,611 

9,791 

5,193 

5,303 

4,920 

5,747 

3,493 

4,626 

4,340 

4,327 

4.864 

6,298 

17 

17 

17 

18 

18 

305 

312 

289 

319 
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. CHAPTER 5 

COLLECTION AND RECOVERY 


INTRODUCTORY 

The success of any tax administration is to be judged 
the methods it adopts for fair and judicious determination ol tax li'^ibility 
but also by the manner in which the State secures to its tills sums detei- 
mined as its dues. The interests of both the State and citizens are served 
best when taxes are collected promptly and without causing undue liara- 
ship to assessees. In this Chapter we shall examine the existing system 
of collection and recovery of tax and consider wliat modifications aie 
necessary for achieving the above objectives. 


PROBLEM OF ARREARS 

5.2. A continuous increase in the amount of revenue remaining in 
arrears has been a disquieting feature of Income-tax administration in 
India for a large number of years. Apart from the adverse effect it has 
on the morale of both the Administration and the taxpayers, the continued 
existence of large sums of taxes in arrears has serious unhappy economic 
significance. Heavy arrears interfere with the distribution of the tax 
burden between the various taxpayers intended by the legislature and 
the honest taxpayers are made to shoulder a heavier burden. Once they 
are allowed to come into being, arrears have a tendency to become chronic. 
The high degree of concern and promptitude with which generally, the 
busine.ssmen tend to meet their commercial obligations on account of 
their desire to build up and maintain reputation, goodwill and credit in the 
market, seem to be lacking, unfortunately, when it comes to meeting 
their financial obligations to tbe State. In our view, the business ethics 
should not remain confined to tljeir commercial dealings alone but .should 
extend to the field of civic existence as well. Every citizen must be 
prompt and punctual with regard to meeting all his obligations to the 
State, and the Administration should take effective and timely measures 
to coiket its legitimate revenues. 

5 3 The following table gives the position of arrears of income-tax 
during the period 1954-55 to 1958-59: 

Tarle 1 Analyfti!^ of total arrears according to ‘age" of the demand 


Year 

Demand 
raised 
during 
the year 

Arrears 
oi-U of 
demands 
raised 
diiriny the 
year 

Arrears 
out of 
demands 
raised 
diirintif the 
preceding 
year 

Arrears 
our of 
dernan ds 
raised 
: during 
earlier 
years 

Total 

arrears 

I 

2 

3 

4 

5 

6 

1954-55 • 

160 -86 

^> 7*93 
(28 • 22) 

36*74 

(17-90) 

110-63 

205 • 30 

i 955 -. 5 ^ 

177*94 

74-60 

(32-40) 

3 T • 8 
(13-88) 

123-13 

(53-63) 

229- 58 

I 95<^"57 

205 • 67 

85-17 

(32-50) 

40-75 

{ T 5 - 55 ) 

136- 12 
( 5 T- 95 ) 

262-04 

1957-58 . 

203 • 84 

93*98 

(33-41) 

44*79 

(15-92) 

142- SI 
(50-67) 

281-28 

1958-59 

231-25 

81 -01 

35-65 

154-94 

271*60 


(29-83) 

(13-13) 

(57-04) 



(Amounts are in crores of rupees. Figures in brackets represent, 
percentage formed of total arrears) 
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The above figures show that there has been a steady increase in the total 
amount of arrears throughout the first four years of the period under 
study. However, it is encouraging to note that during 1958-59 the position 
ha.^ improved and the Department has been able to stem the tendency 
for arrears to increase and even reduce the outstandings. The figures 
also disclose that in each of the five years, more than 50 per cent of the 
arrears were outstanding for two ^.’'ears and over. Such arrears appear- 
ing in column No. 5 have exhibited a continuous increase thi oughout the 
period though, expressed as a percentage? of total arrears, they registered 
a decline since 1955-56 except for 1958-59 when they increased both in 
amount and in terms of percentage. The table also shows that in each 
ot these years the arrears out of the demands raised during the year 
itself are considerable. The figures in column 3 show that arrears out of 
current demand represented, on an average, nearly 31 per cent of the 
total. On further analysis, we have ascertained that the sums include 
amounts which had not become due for collection by 31st March, in each 
of these years but even when allowance is made for such amounts, arrears 
relating to current demands are quite considerable. While the difficul- 
ties in effecting collections out of old arrears is understandable, the appear- 
ance of large sums out of current demands themselves as arrears is quite 
disturbing. 

5.4. The total amount of arrears as disclosed by the statement discus- 
sed in the preceding paragraphs appears to be sub- 
Analysis of arrears stantial. However, when we take into account the 

amounts which are likely to be cancelled and those 
which may prove to be irrecoverable, the amount of collectible arrears 
are very much less. 

The following table gives a break-up of the total arrears during the 
period 1954-55 to 1958-59: ' 

TablR 2 — Analysis o f arrears under certain broad he uh. 




1954-55 

1955-56 

1956-57 

1957-58 

1958-59 

I. 

Amount pending settlement of 







double iiicomciax and other relief 
claims. . . . . 

T 9 - 37 

19-07 

16-88 

13-94 

11-00 


, 

( 9 - 43 ) 

(8 - 30) 

(6-44) 

(4-96) 

(4-0S) 

2. 

Amount due from persons who 






have left India and have no assets 
in India . . . . . 

TO- 18 

10-96 ■ 

7-26 

7-76 

8-07 


- 

(4-96) 

(4-77) 

(2-77) 

(2-76) 

(2-97) 

3 . 

Amount probably irrecoverable * 

7 ' 50 

5-27 

6-95 

11-33 

S -3 


(3-65) 

(2-30) 

(2-65) 

(4-03) 

(3-07) 

4 * 

Amount due from companies in 

4-69' 



- 


liquidation . . . ^ 

4-98 

5-91 

6- 63 

7-t8 


(2-29) 

(2-17) 

(2-25) 

(2-36) 

(2-64) 

5 . 

Amounts which have not fallen 



■ " 



due before 3 1 st March 

32-92 

46-72 

52'37 

52 • 66 

41 • <:o 


(16-04) 

(20-36) 

(20 • 00) 

(18-72) 

(15-28) 

6 . 

Amounts covered by certificates 


84-21 




issued u/s 46(2)- 

80-59 

T04.40 

1 14 01 

120-01 


( 39 - 25 ) 

(36-68) 

( 39 - 84 ) 

(40-53) 

(44-19) 

7 . 

Amounts kept pending disposal of 






appeals ..... 

20-04 

21-90 

25*25 

27-49 

30-27 


(9-76) 

( 9 - 54 ) 

(9-63) 

(9-77) 

(II-I5) 
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3954-55 1955-56 1956-57 i957-5« 1958-59 


8. 

Amount in respect of which penal- 



ty under Section 46(1) has been 
levied. ..... 

3- 36 
(1-64) 

9* 

Amount fallen due before > 31st 

March for which no action for rc- 
. cc very was taken 

26-65 
(12 •98) 



10. 

Total arredrs. 

205-31 


3-9T 

3-36 

3-66 

1-81 

(1-70) 

(1-28) 

(1-30) 

(0-67) 

32 ■ 5S 

39 • 67 

43-8 i 

43-33 

(14-18) 

(15-14) 

(15-57) 

(15-95) 

229-58 

262 ■ 04 

281-28 

271-60 


[The amounts are in crores of rupees. The figures in brackets represent 
percehtages formed of total arrears] 

5.5. In the above statement, arrears under item 1 representing amounts 
pending settlement of double income-tax and other relief claims appear 
to be substantial. During these five years, as a result of the efforts of the 
Department such arrear.s have exhibited a steady downward trend 
both as regards their quantum and the percentage they formed of total 
arrears. Tiiough the amounts do not constitute any locking up of the 
Governmental funds as .such, their presence aids only to give a misleading 
picture of the tx-ue position and hence it is but proper that thii; category 
of arrears gets liquidated soon by disposing of the pending claims 
expeditiously. Our views on this problem are contained in the Chapter on 
Rel'und.s. 

5.6. As regards arrears under item 2, representing amounts due from 
per.sons who .nave left India leaving np assets behind, the chances of 
recovery are i emote and the sums do not represent any collectible demand. 
We were given to understand that a major portion 'of these amounts is 
represented by sums due from persons who have left for Paki.stan. We 
are of the opinion that the problem needs to be dealt with at the political 
level at an early date and these sums could perhaps be included as part 
of the claim which India should prefer against Pakistan. As regards the 
rest, they should be written off expeditiously. 


5.7. Arrears under item 3 represent demands made on assessees who 
admittedly earned substantial amounts of income but by the time assess- 
ments were framed, they had neither any income nor assets left with them 
from which the taxes levied could be recovered. The chances of their 
recovery now are ascertained to be very meagre. ' Writing off the non- 
collectible portion and resort to a system of scaling down of demands 
according to the paying capacity of the assessees are called for with 
respect to these arrears. We have given our suggestions in this regard 
in paras 5.16 to 5.21 of this Chapter. 

5.8. The amounts due from companies in liquidation appearing under 
item 4 also constitute a sum which does not, in the main, represent any 
collectible demand. It was brought to our notice that in many instances 
companies were taken into liquidation with the set purpose of thwarting 
attempts at collection of tax by the Department. We consider the problem 
to be a serious one. Our suggestions to resolve the difficulties of the 
Department are contained in paras 5.57 to 5.70 of this Chapter. 
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1 ^ awiounls under item 5 represent sums which had not fallen 

due before the olst March of the corresponding year, and cannot be taken 
as real arrears and most of them would have been collected during the 
subsequent years. However, the apirearance of these sums at such Iiien 
figures IS clearly indicatjve of delay in the completion of a.ssessmerA’s. 
No doubt they a so include demands in case.s completed during the earher 
part ol the year but in respect of which instalments had been granted for 

i 'i f ■"■ame. the bulk of the demand included in them 
m.u.=t have le., idled from a.ssessmcntK completed nearulKmi the end of the 
year. J hrs brings out in iioJd relict, tire defect evislmo at present in the 
planning ol assessment woih. i!: proves the triitli in the grievance made 
ou, beloie us tnat in large revenue yielding cases inv'dving contentiou.s 
points assessments are kept back and completed onlv at the fag end of the 
year, fins is highly objectionable and needs to be' remedied by a proper 
planning of assessment work. We have analysed and siated our view.s 
on thi.s a,spect of the problem in the Chapter on Assessment but we are 
icpcdtiiig it here only to stress the point that delayed asses.sments have 
a direct bearing on the problem of arrears obtaining in this country. 


5.10. Thus, Old: of the total amounts of the arrears appear in Table 2 
the amounts represented by items 1 to 5 cannot really 
Effeciivc arrears be considered as effective arrears- These include 
demands which are either clearly irrecoverable and 
Taould have been written off long ago, as also sums which had not fallen 
due for collection during ihc respective years. Therefore, in our view 
the amount of Rs. 271-60 crores shown as arrears of Income-tax for the 
year ending 31st March 1959 is an unrealistic figure. 


a II. Ihe efiective arrears are locked up in the remaining four cate- 



arrears of maiiv years 


5.12. Out of this amount, demands covered by certificates issued under 
occ iioii, 46(2) of the Income-tax Act appearing as item 6 represent the 
leal crux ol the problem of arrears. There has been a continuous increase 
in tnis category of arrears throughout the years under consideration 
Alter a detailed study, we have come to the conclusion that the sv.stcrn 
ol eilecting collection of central taxes through the agency of State officials 
by issue of certificates under Section 46(2) has not proved very effective 
111 view of the country’s development plans it is of utmost importance 
iDat collection ot tax is made expeditiously and recovery provisions 
.SI nelly enforced and for this purpose we liave, later in this Chapter 
examined the teasibility of effecting recoveries through a Central Govern- 
ment cOgency. ■ ^ 


5.13. Arrears under item 7 represent demands kept pending collection 
on account of appeals. These amounts also appear to be considerable 
We hpe already analysed the various aspects of this problem and stated 
our views in the Chapter on Appeals and Revisions. 

5.14 Arrears under item 8 represent sums with regard to which penalty 
under Section 46(1) of the Income-tax Act was levied. In our cminion 
the provisions of Section 46(1) are not being put to sufficient use. This 
conclusion gams further strength when the arrears appearing under item 
9 are also taken into consideration. They show that even though tax had 
become due, no action for recovery , had been taken by the Department 
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for effecting collections and tbe assessees appear to have been granted a 
free respite in the matter. Any inaction in this respect on the part of 
the Department will result in the State being put to loss at least for the 
amount of interest for the period of default apart from the ever present 
danger that collection may become difficult or even altogether impossible 
on account of delay. We have, therefore, considered it necessary to 
provide against such losses to the State and recommended in para 5.52 
of this Chapter for an automatic accrual of interest when taxes remain 
unpaid with or without the knowledge or consent of the Department. 

CAUSES OF ARREARS 

5.15. We now turn our attention to the causes which have led to the 
present state of affairs. The arrears which constitute mainly a legacy of 
the Second World War period are the cumulative result of a large number 
of causes of which the following are the most important: 

(1) During the War years, the Department was chronically under- 

staffed and upto the end of the War, its strength remained 
almost static while the amount of taxes demanded and 
collected increased over ten-fold. 

(2) Though the Department was gaining momentum in the field of 

recruitment and training of officers since about 1940, a 
sufficiently large number of fully trained officers were avail-' 
able for assessment purposes only after a time. This resulted 
in assessments being framed without a proper appreciation 
of the full facts of the cases. 

(3) When enormous incomes were being earned a mere skiming 

of the surface of a few important cases could result in sub- 
-stantial revenues and hence difficult and complicated cbsos 
requiring detailed investigations remained neglected. 

(4) In the post war years, the assessments relating to the war time 

period were getting time-barred and they were completed 
almost in a hurry and some of them resulted in over assess- 
ments. 

(5) Many persons who made bountiful profits during war years had 

engaged themselves in speculation and lost their monies. 
Many had arranged their affairs in such a way that by the 
time their assessments were completed, their incomes ^nd 
assets were kept out of reach of the Department. 

(6) Even after the War, there were mamr instances of assessments 

completed on substantial facts regarding the income of the 
assessee, in which the Department found it difficult to locate 
the assets from which taxes could be recovered. 

(7) The partition of the country also added to the gravity of the 

situation when many assessees left India leaving behind no 
assets or income from which the taxes could be realised. 

(8) Lack of uniformity in the powers and procedure governing 

collection of arrears of tax under Section 46(2) of the Income- 
tax Act due to the variations in the laws of the different States 
and also the differential effort put in by the State officials 
who looked upon this branch of their work as of only 
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secondary importance constituted an important cause for the 
accumulation of ai’rears, 

(9) The sparse use to which the powers of write off were being put 
to is yet another reason for the continued existence of huge 
sums as arrears. 

Broadly, it can he staled that both belated assessments as well as over 
assessments are responsible for a major portion of the existing arrears. 

WRITING OFF AND SCALING DOWN OF TAX DEMANDS 

5.16. We have already stated that a very large portion of the i^ums 
shown as arrears is clearly irrecoverable and should be written oil 
immediately. A write off of the taxes in arrears constitutes merely a 
cancellation of the sums from the departmental books and does not amount 
to a permanent waiver by the Government of its claims Ar.timi is 
possible within a period of sixty years from the date of clajm if 

subsequently, it appears to the (government that the defaulter is possessed 
of any assets or other means. 

5 17 Under the Delegation of Financial Power Rules, Commissioners 
of Income-tax, as Heads of Departments, have always had full powers 
to write off irrecoverable balances of income-tax demands, subject to a 
report to the next higher authority. Yet, we found that the poweis were 
beine seldom put to use. We were informed that there was a natural 
reluctance on their part to write off dues of the Government on a me^ 
individual responsibility. To avoid the carrying forward of irrecoverable 
demands for indefinite periods merely on account of such a leluctance, 
arrangements already exist under which, for writing off amounts exceeding 
-■upees one lakh in an individual case, a Committee consisting of two 
Directors of Inspection and the local Commissioner examines the financial 
position of the assessee and makes suitable recommendations to Govern- 
ment W’e desire that the position should be regularised under the Delega- 
tion of the Financial Power Rules and, for this purpose, we recommend 
that by a suitable modification of the Rules, the powers of write off of the 
Commissioners should be limited to irrecoverable demands not exceeding 
two lalzhs of rupees in on individual case and write off of amounts exceed-- 
ina two Ukhs in a case should be effected by a Committee consisting of 
the Chairman and two members of the Central Board of Revenue. The 
Commissioners ipay delegate powers of write off to Assistant Commis- 
sioners and Income-tax Officers up to Rs. 5,000 and Rs 250 respectively 
in each case The present procedure of reporting to the Central Roard 
of Revenue details of the amounts and the circumstances under which 
the sums were written off by the Commissioners and their subordinate 
officers should continue. 

5.18. A suggestion made to us in this context was that, in deserving 
cases, the Department should have the power to scale 
ScaUng down demands down demands according to the paying capacity of the 
defaulters if the circumstances would justify such a 
procedure It was pointed out to us that there was a large number of 
cases where the assets of defaulters were found to be heavily encumbered 
with prior mortgage or where there were disputes regarding ownership 
and other legal difficulties in enforcing recoveries. Instances were alsb 
said to exist where forced sales of assets of defaulters at auction did not 
fetch purchasers at reasonable prices. In such circumstances, it was 
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(1) Ass'sbm'e to The assnsshig officers m their collection work 
could liring good results. They sTiou d be relieved of the 
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routine Bclniinisli’citiv'o duties. In addition, while (inal deci- 
sions in the matter should be the responsibility oi the assess- 
ing officers, we feel that if matters relating to recovery in 
cases were studied properly and put up to thorn by Inspec- 
tors, it would make for an improvement. 

(8) A more extensive use ol disti'ess warianls is yet anotlu'r way 

in which improvement could be effected. At present, neither 
the Inspectors nor the assessing officers are fulh' conversant 
with the procedure in this regard. We suggest tliai tfie 
Inspectors and assessing officers shcuild be given practical 

I training in this aspect of tlie work. Aii'angernents for con- 
veying t fie gocids distrarnod and lor storing tlicrn sliould also 
be provided. 

(9) Cordial rrlai auiship must !)e eslahlisliod bcMwoori tho Slate 

officials and the officials of tlv' Income-tax Departmimt at the 
distiaci ievoi. 11 wouki p!-()ve useful in securing better 
co-opca'ation from tlio Hkitt' officials in rocMoaneng 1 he* dues 
of tfu' Department. 

DEDUCTION OF d'AX SOU MCE 

5.23. In the course (c^ om' (mqitir;es. \v-j ivarnd iniu the (scjcensus of 
opinion generady was tiial ICiC prcseni sysiom 'Ci cccii^’ciaon ana i’;'cci\'ci"y 
was basically sound, although tfio syst('rn was capable ol iinpr-.o;en'ieid in 
certain direct.ions, i'’ fariliiab' moia cffiraait col ieci ir;;):-;. Icxlensam (d the 
field cyf application of tlio inancip'e of deduction ol tax at soui'co w'as one 
of the means suvo-’U’Stcd in (Ins C'ontc'Xt. Cadlc'fd-ion oi lax at ;'' 0 Ln'cc' ties 
bc'crn characteristic feati!r(‘ oi the Ind’an InccynK'-tax. sy.slern a.iimost 
throughout the haig \'ears of its hisUny. DeoucFon oi tax rb. souici' hois 
ceiaain obvious >'oeiits. lUcddes biclihatmg coilccnon. b licxp-' to auvo- 
matically brin;; in'o the lax net income frc>rn iiisawliri’ent;-; whicli might 
otherwise escape aitog^aian' the notice of tlie ro'cemie aulhorilies. It is 
also convenient to a majority of lax-payers that tlie burden of tax is taken 
oil before income reaches their bands. Apart from saFoguaiding the 
I'evenue, such a system a'so hcljis in reducing the costs of administral ion 
It is a mere adminislrative device and is not intended t^) rlikeianine or 
modify in any way the burden of tax on assessees. 

5.24. Both the Income-tax Investigation Commission and liic Taxation 

Enquiry Commission had considered v/hether tlie field of applicability of 
the principle of deduction of tax at source could bo extended to include 
items not covered under Section 18 of the Income-tax Act. The former 
was of the opinion that in spite of the obvious merit of the scheme that 
it reduced opportunities for evasion, there were limitations in its appli- 
cation in the' circumstances -prevailing in this country. It stated that 
except where the person making the deductions could be safely relied 
upon to pay over the amount to the Government or where such person 
could be singled out if there was default, the provision would be of little 
value. It also pointed out that deduction of tax at source on a large scale 
would greatly add to the number of refund claims and that the reputation 
of the Department in that field of work was already not very high. Hence, 
it was hesitant to recommend an extension of the principle of deduction 
of tax at source. For the same reasons, the Taxation Enquiry Commis- 
sion also felt that it would not be advantageous to extend its applica- 
bility. ! 1 
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5 25 We agree that though the principle of deduction of tax at source 
obvious rierits in view of the security it provides to Revenue, there 
has obvious meiu limitations to its use. But we consider that 

Contractors be gainfully extended to one specific instance 

for the purposes of the Income-tax Act viz., to cover payments made to 
contractors, a category of assessees who had not attained the 
of importance as they have now assumed in the context of the develop 
m''nt plans of the country, when the Income-tax Investigation Commis- 
sion and the Taxation Enquiry Commission were considering the question. 

5,26 W.- were impressed with ihe dimcult.es brousht to our 
l.v the Department in the matter of assessment and ^dl'eeoon , - 

die eontraelors. It was pointed out that the Pf , X. iranto ^of 
contractors to produce tax verification certificates befoie the , 

eonlraels had m.l proved SL.mcien!l,v en'eelive *4, 

and State Government agencies had helpful to 

sub.mission of such certificates '''^1 secameUy 1 ^ 

the Department in assessing and reah.nng tax ‘ issued in 

■ in,, n.-oeft,u svstem income-tax verification ceitilicates arc issueu _ii> 

ivi.iaid uiihe pit hilniSies and e.mnol cover Pf ““f 

nf ihp r-xecLition of th^' (‘onlrncts tor obtninirig whicii t 

isiriilii' were to be suini.led. The ieal difficulty had been whir 

tiatulorv autholilv, ihe payin.d aveneies could not have iddi' 

'.antr icdors furnishing detads useful to the taxing authorhies. In addi- 
tin it ii siuSted that any such insistence might have rntcrlered vv.lh 
Hiepacc of execution of the particular project. 

5‘:>7 We feel that at tlu* existing tempo of governmental expendituna 
unci; the development plans, care has to t-J 

the State taxes which arc legitimately due to 

'hnf h; ins'tniicc.s ivlicre contracts are. granted bit tne LtnVat or c,uul. 
Governments, local authorities or statutory 

authorities should insist on tax clearance certijicates Joi g. anting th^ 
contracts and should, in addition, 

of the contract from the final or earlier instalments of P'npe^eni tnt me 
L e^^^uced a ia.x clearance certificate. We suggest that the law 
should ba amended for giving effect to these ^commendations a ^tu 
torv provision would help in strengthening the hands of the 
autLdties for insisting upon the deductions. We 
for this purpose the term “contract , should be suitably defined 

Income-tL Act, bearing in mind the 

being circumvented through a .splitting up of conti acts into ^ 

Sr of subcontracts. In onr view, there is no scope for extending the 
vrinciple of deduction of tax at source either to cover further items tender 
the Income-tax Act or to cover items under the other direct taxes Acts. 

A further changf* we suggest is with regard to the requirement 
on thLmboybs to ml ebery month statements in the prescribed foinm 
of the dedbtion of tax from salaries paid to their employees. Under e 
Rule 11 A of the Income-tax Rules, the Commissioner of Income-tax has 
fhfdiiell to permit an employer to pay such tax in a lump-sum every 
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Table d—Proqress of demand and collection under Section VdA of 

Income-tax Act. 
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The importance of advance collection of tax would be clear Irom the 
above The table shows that there was a continuous increase in the 
amount of tax collected in advance and it formed more than 54 per cent 
of the total collections during 1958-51). The rlf ^ 

action also improved from 1,26,130 in 1954-55 to 1,8a, 43.^ in 1958-aJ. 

5 31 Several witnesses suggested that the system of collection of 
advance lax under the Income-tax Act should be abandoned. It was 
suggested that the scheme of advance tax was intro- 
Temporary nanirc of cluci’d as a temporary measure during the war time 
the meaMire. and hence it should now be removed from the statute 

book 9'he dasirabilitv of continuing the system of advance payment ot 
taxes has to be .judged on its merits without being pre,]udiced bv the 
historical basis of its origin. Under the Income-tax Act, tax ’S J^ied 
on liie income of the previous year. Ihus, there is a time lag between 
the accrual of income and the determination of the tax liability on such 
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•w. ^7/ ihPTPinrP 106 T€C07U17lPUd th0,t thP 161771 (ippCCLTiug (IS 

^^•'1niard’p*S°"’s”c,io:. 18A,0 of . 1.0 looo»o-,ox Ao< ».,o..M 
be changed to 'shall . 

e; -^4 Tt was suggested that as good deal of difficulty was being expen- 
fin tlTem'S income deemed to accrue or arise to non-resident^ 
enced in c Section 42 of the Income-tax Act and ^issessed 

Exempting Income tax- on a person deemed to be an agent 
able UnUcr Section 42 f,f the Act should be excluded from the puivicv. 

Section 18A. The argument advanced in this ' 

was that very often a person having dealinip will 

"^''urd^f sVcSin 4 :fannieS for The in^oSe dcemedTTo^ciTe f 

-""T T? lTe noTTf determination of the liabilities under 

Sections 4"’ and 43 generally take much time and as the law' require _ue 
bections aau to y mined for each year it was pointed out that 

questum of agency to be ^efei mined ^ 

£2„«„f/a;;rr«Tn 

oiherwi^e arhinq to a 71071 -resident should be redaud. r*nrr-n 

cSrTiTf of interest and levy of penalty for non-payment ^ ^ 
amoLt^of tax on due dates, discretion is already vested in the autlio- 
Jhitl Hence no modification in the presejit position is suggesUd. 

^ 3 'i The distinction made between new and old assessees and i;equir- 
ing the former to estunia^^^^ paf^fax on Whe^cp 

, new assessee fails to file his estimate of advance tax 

Distinction between makes voluntary return of income for a number of 

»“ ;S™rtL D..p Jlment tails l„ fn-ll- 

for any of these years, the assessee is tieatcd to be i ^ 
default and charged interest and subjected to penalty for each of t - 


- -’c Wp fool th"-t the present distinction is unavoidable because in 
, I I piirS; who L-is not boon aosossod before the Department 

will not be having any basis for ascertaining the amount of advance tax 
navab’e by him. '’it has, therefore, to be necessarily leit co tlm 
-■oncrnied’ to make his own estimate of the tax and pay it accordingly. 
'■Vt' iTfe that a prompt completion of the assessment m such cases ccmld 
reduce the period of default under Section 18A(8) of the Income-tax Act 
T iTT.i hih- T our opinion, to treat an assessee to be m default for the 
peric'd of time between the submission of his return and 
the as'-essment order because of the inactivity on the part of the Depart- 
mcVTTTn, hen penalise him for the default The hardship pointed out 
is not the result of any inherent defect m the_ provision of the Act and 
cm be remedied quite independently of Section 18A being essentially 
Tn administrative problem. We find that discretionary powers have 
ilreadi' been granted to the Income-tax Officers to reduce or even waive 
interest payable under Section 18A in certain circumstances. No modifi- 
cation seems to be necessary, therejore, in the law. 
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.3,. .n..n_ U,. P.--, 

r Basis of c^cula'io, lot l^est ^jJ^l this 

■ • 4KMt ;+ nor’p^^it aU'd irBsh calculations oi tax 

for pa>TneMt of adv-mcl 

repetition of tne notice ol ^Itmcind lesr ^ .*^,,)cedure -would make avail- 
assessment. It vv-as pointed out that ^ ^ h could be utilised 

able ti.nte an amount ol time U., c the lines sag- 

for !.)t‘tter purposes. We ‘-.'’“a th ^ present procedure. 

E-e.sied wouUi constitute a ,‘^ Patiilitv ol assessees, because the right 

It would not m m.iy wax ^ ^,wn would continue unaffected, 

ol as.sessees to .submit to be lower, the assessees stood 

Except w here a ‘cun em, unc ^ ' i£ suitable amendments were 

to ’urm nothu.g under ^exmed stc m calculate the tax 

made to one.bie nssessee.s^ to ospimat^ difficulty would resoive 

paviiolc cui biico income cu the irrcsoit vrovi^^iions should bt 

rtself. We. Ilur-e/orc. 'a’coimnend Inr / P Incorn.e-ta.x- Officer 

rnc>cUfi.ed and for the purposes ‘‘Z ^..essed mcomc of the 

shonid merely repeat ''o-V*<onm a WuU^ ^ 

latert. year. The assessee s hi respect of existing 

on that basis should ^■'a'^Vhetolariimome' ^ tax payable as at present 

;'Tf I ™ T T iJ w i ‘,“k, paymenldfo.- Ihe first trme, .t 
*.ui:rS nlcbT; »"■ o,- ,„cor„c »!». 

5.38. Another suggestion J^adc wa-^^ ^ 

.„c„l „l: t.« ..1 tulvancr tad be. „ m 

V, rat», »r iJ’blS ..Ota otaC^-'-T-tSlbTd oTiw.t S- 

.d....rr .» potatatay «‘ »“ Ota py o» the duo 

dates on the-r own iniliative sSffiestior 'we 

,,..bd|S£b oobW^ « 

to persons already plohlem, administratively, to secure 

sbaST H«'" ,'Tp ’,’s.;:','?p“!.a...x ....id a..»P h. n..spoct. 

5.39. Another suget^stion wo have instalment for 

on which advance tax is to oc Pgl,'- advance’ tax under Section 18A 
, the payment tn E on 15t)i March of the 

Dates of rayment ol the ,. K,,ludht to our notice that, on 

financial year. It YtI..'; ' m’ receiving intimation from 
account of the dekay which ^yI'o ' assessee.s, the Department got 

the Treasuries regarding payment t> hAr'^dv-mce tax payable by an 
iiUle time to see that the “lire amoun g P 

assessee during a h"‘^"CYh^''^!^,,rtee^cvpirienced by the Department 
Difficulties xvere also .,dvanc° tax before the close of ibe 

in accounting for the of statisticxal statements. 

f:ZfJr nCokr V- ffficume, blrdtaCtk 
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instalments shonld also l)e slinilarly adranred. Thus. \hs instalments 
should be diu' on the Isl of Jinua Isl of Sepiemf-or, ot iJcaaiTihor and 
1st of Maish cv( 0 '\' year' in':lead of the loth (d e;uai ol tliOSv' }no]hhs. 
However-., to obviate (liffuailty lo assessees whose Ma'ounliny \ea!s corres- 
pond to lh(^ linaneial \-ear or tiu' dtaisaidn' yeai-, Hv'v inay hi' allowed 
to submit estimates f)\- Hst Mareti ut the hnaiwiai >'em and ]vo the 'ast 
instalment ei’ advanee tax by that dale, 

5 , 40 . Wr- htive eensidei'ed bv' usi'bi’mess ea. nS' id i i tis' w.’.siein ol 

[lavnu'nt ol' tax m advanee- to t!ie Vva'afth-ta-x a.ra;.! it w. x ,< n1 so r- [ax Acts. 

in wiew rh dx' fs’Cl diai. la't'r e,n \\c are sueyesnej.:* iio i o'i.u. ! i: ai tn ni avi- 
so msl SiS a, se [ has.o s unri.rr (la'se* !\\a- das'.,-- '-'e o’e,: ii.sr 7 / xv 

nut ]i e(U' 'Sst rij 0)," I h>' jiyi'suiii !(> : n n'is'i a s/jsis'/'i n] ]jayfr'('’'d or* ''.‘.ax .■> 
hi {idvciitui'. 
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4‘] A'C c/e I're idvuur /5(' iiUrodiK'ron of o sy-uon oi s(>>t ■■■■ss:o'-:Kn!Viit 

ctiichas an nddn,oa n, .-v ^dlernnO'H’ /v ih, cxd-U::a p-;.cednre of 
woriHiorntl axxxxuunr!;^ lO, ({:•<■ i}-,r lvcoit)(>-iax A- i n. -■ ! .'.-.-.o (.• >■ o m ■ o- 
t)ca! about the ad lutu fanes that. <-ini ar-crue to the .arnnytixt raxov eedx 
'll. MurL-nvor. tin' oxporii'ncc oi counii'ies lik;' U.xix w i.i .' ''S't 

lias not, Dt'oii a luipiiy ono as rould ho- .soon la oio v;., ' ' " ' , '1 

p-adine ao.thorilv ('n the svsicni ol taxation s.bvaiiiir-p in that c<sin.,,y 
who s5d -In a'se1C-ass..sowl lax, the major adnmnstnpvo pnjblo.n is o 
soouro accurato j-ep'>rtinp to,- lb.- laxpaxer.s. No .sul)sr>(!U-;id oumi or 
-nforcemeivl moans oan lake the placo of a tax pavnip pvihia:' filino w-n-y 
Tc'urns The pro.xant s-vsiom with regard to the T'edoiat !,ioomi‘-l. . i la- 
Tiot be considered aatiSfaetoi-y; a sample stndv of tie,' bUH v'-torn:- ok > 
catod that on an avoraoo -vnr-ionrth of t!rr' r-eturns wome inc'orro;, I U o 
do not think that it woidri be prudent to leave the- entire iim,u^dn'e nr tins 
matter to the assessecs, Suoh ,o. ye.sture rroabt vr;.>il ar n ni hi- ' y ';; 

difficulties of the Department. It wou'd also be .01 as ^ 

eff.-ct exact conrpiitat mns r,t 1!,o taxes. With ropard m .nooi imm-.o, -n 

Income-tax Act itself, we feel that it nupht not be wortloem e 'V 

provisional asse.ssment rn every case. Hence we iciouiiaf ,ixi '0 jy 
sionnl assessments need l>c made, generally, only vn (ffscs u - 

*The Federal Taxing Process by Roy Blough. 
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system of rebates exists under the Gift-tax Act. Under Section 18 of the 
Act, a rebate is granted in respect of advance payment of tax if the tax- 
able gift amounted to not less than Rs. 10,000 and the payment of tax 
is made within 15 days of making of the gift. The assessee is credited 
in final assessment with an amount equal to the amount of tax paid by 
him plus 10 per cent thereon. We, however, feel that the extension of 
this principle to the other direct taxes Acts, especially the Income-tax Act 
where a major portion of the total collections is being effected now throuevh 
Sections 18, 18A and 23B. will result in a substantial loss to the Stale. 
We consider that it is the duty of every citizen to pay the taxes due to 
the State by the due dates and it is not necessary to provide any incentive 
in this T'egard. We feel that a system uf rebate might amount to discri- 
mination limongst the various assessces; for example, such a provisi'rri 
under the Incorne-lax Act would mean a disciiniination in favour (d 
assessees liaviug income on wliich taxes are not deducted at source com- 
pared to those who derive inc'ome fr'om salaries or securities or dividends. 
There will also be the complications regarding llie calculation of the 
rebate, in any casta unless the irate of rebate itscH is sufistanticd it is 
not likely to pi(.>ve atti'active to assessees to elfect (srompt payment. In 
our view, the same objective is achieved by the non-charging of interest 
in the cases of tliose who effect payments in time and charging interest 
from those who delay payments. A|.x;ni from these t.-onsidei-arions, we 
are convinced that the problem of arreox essentially is constilulcd hv 
non-payment of tax liy assessees wiio are haliiturd defaulters and who 
cannot be influenced b\' any siicl') inducement. We, t/nr‘’ejor(', do nui 
favoiiT the iritroduction of a .vysfera oj ridyates cnid discounts inider the 
other direct taxer Acts. 


5.48. With regal’d to the system of rebates obtaining undei’ the Gift.- 

tax Act itself, it^vas represented to us that certain difficulties were being 
experienced in the actual working of the system of rebates. It was^ stated 
that as the provision stands at present, the amount of advance Gift-tax 
required to be paid by an assessee would, in some cases, be more than the 
amount of Gift-tax that wxiuld become payable ultimately on final asses..c- 
ment. In our opinion, this situation should be remedied. We suggest 
that Section 18(3) of the Gift-tax Act should be so modljied as to provide 
that the amount of tax to be paid under sub-section (.1) of Section IB 
of the Gift-tax Act' should be the tax that would have been payable under 
the SchedAile had all gifts made during the previous year, hidudhig the 
gifts under consideration, been assessed to gijt-ta,x at the rates given ia 
the Schedule, i 

INTEREST AND PENALTY IN CASES OF DEFAULT 

5.49. In case of default in the payment of tax, Section 46(1) of the 
Income-tax Act, which has been in terms incorporated in the other direct 
taxes Acts, permits the levy of penalties not exceeding the amount of 
default. We are surprised to note that although arrears of taxes have 
been mounting, the poveers undem these sections have not been used in 
vast majority of cases. Statistics furnished to us showed that out of the 
total arrears during an year, the amount in respect of which penalty 
had been levied was negligible. Thus, while total arrears during 
1958-59 stood at Rs. 271 -^60 crores, the amount in respect of which 
penalty had been levied was only Rs. 1*81 crores. It was also noticed 
that no action at all had been taken in respect of Rs. 43*33 crores of taxes 



which had become due for collection by the 31st March 1959. While we 
can understand the di.sinclination on the part of the Department to levy 
penalty in cases of chronic default as such a procedure would only help 
in swelling further the amounts in arrears, we are unable to appreciate 
large sums of taxe.s due to the Government being left unattended to. 
We" have, in the earlier paragraphs of this Chapter, already commented 
that by such inaction on the part of the Department, the chances of 
recovery recede and that in any case Government is being put to the 
loss of at least the amount of interest on the sums for the period for 
which the deJay in payment occurs. The same result obtains in instances 
where the Department allows the assessees to pay the taxes in instal- 
ments. While' we agree that requests for instalments should be sympa- 
thetically considei’cci, we ieel that proper arrangement should be made 
ft) make good tlie loss 1o the Government on this account. With a view 
t<! discouraging the assessees from making requests for instalments and 
also providing against the loss of interest which the Government would 
b<' pul to by granting instalments or through any inaction on the pai' 
of Uie Department, we reel that the taxing statutes should be amended, 
to p!-'.>vide for an automatic accrual of interest for the period of default. 

5.:’>0. We find that boili in U.K. and in XJ.S.A., there are statutory 
provisions for an automatic accrual of interest to cover defaults in_ tax 
paymcivts. In U.S.A., interest at six- per cent accrues automatically iiom 
the due dates to die dates of actual payment. The addition of such 
interest is mandatory. In U.K.. the provisions apply only where the 
default is in respect of taxes payable on Schedule D asses.sments relating 
to income from a trade, profession or vocation and also in respect of 
surtaxes. In India, except under sub-sections (6), (7) and (8) of Section 
18A of the Income-tax Act, 1922, the direct taxes Acts do not contain 
any provision for the charging of interest on the amount of tax due when 
the paymont is delaved. We were informed that since 1952, under execu- 
tive in'structions, Income-tax Officers had been required to secure agree- 
meiit i.i om assessees to pay interest at throe per cent on amounts allowed 
to be paid after the due dates as a condition for the granting of instal- 
ments and that ordinarily such interest was calculated lor the period 
from the due dates to the dates of actual payments. 

5.51. We are of the opinion that the present .system of a mere insist- 
ence on as.sessees agreeing to pay a penalty in the form of intere.st as a 
prior condition for grant of instalments or postponement of recovery is 
not satistactory. Moreover, in the absence ol a statutory provision 
governing the levy of interest, if an assessee, who initially agreed to pay 
interest and was granted instalments, defaulted subsequently, the Income- 
tax Officers have no powers to proceed against them for the recovery of 
interest agreed upon. 

5.52. The Law Commission has recommended an amendment to Section 
46(1) of the Income-tax Act to allow for an automatic accrual of interest 
at ten per cent on defaults beyond a period of three months from the due 
date, it has, however, suggested it as an alternative to the levying of 
penalty. We do not agree with this view. We are of the opinion that 
provisions should exist .sanctioning the charging of interest as well as 
the levying of penalty. Each is meant to serve a different purpose. We 
regard the charging of interest as a preventive measure inasmuch as it 
would discourage taxpayers from delaying payment of taxes on due dates, 
while penalty constitutes a punitive measure. Tffiere is nothing illogical 
or contradictory in having both the provisions side by side. At present, 
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Soflicn IP.A of tbe Income-tax Act contains provisions for both tile cliarr^- 
ine jiiterest and icvyitu; of penalty. As ws' do not unnin ok- pruriSion 
oi°ao automatic accrual of interest, as an alternative to peiKii;'.'. we e\d 
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made subject to claims arising from assessments which may be com- 
pleti'd at any 1 me. A lien can be justified only with regard to a known 
and determined liability. Wc do voi, ihereforc, Javirar ihc r/raniing oj 
an iinrcsvnclcd hen withovl aruj tirne lirnit in fai'Our of Revenue over 
the assets of an assessee. 

oR(l While we do not favour :my modilicatimi of the present srsumi 
r ’■ :e-.s(’ssin(‘nt with reference to the inconun wredth, gill ( k.'. oi a p^e'/mus 
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RECOVERY FROM COMPANIES AND SNARETIOT.DERS 

fi ";7 N("P. Uirn oiir nUonlion to tl'.e iirohlems involv-od in efie''..-- 
' ;vcovoi ies fi'orn comprinies in liquiclntinn. The genera g 

recovany under the Income-tax Ac< are limited to a 
riiNiit cs n great extent where the recoviaaes ^’clate t-o amounts 

(gie I'rom a coiniianv in liquidation. This situation 
.c ,is a rosult of two factors viz., (i) the disiinci status of a kntal rH-'i'son 
,N',.d In- a compaiiv on il.s registration under tlie Indian CompcWies 
and its existence in law as an entity separate from tlu’ snapholcgis 
t i'll! in" it. and (ii) the provisions in the Companies Act whicli govern 
distribution of the assets of a company on liquidation. 
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«ti ♦ 


14 I.T.R. (194C) 24S 
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state cannot have any Rje'erential^claun^ovcr^^^^ to'thrstate, 

JlsScfundS ftc r?gMs of lovLuc lo collect taxes doe from compamea 
in liquidation. 

5.59. The be pl-eferentfaTpayment 

Tnd,an Conapan.es 

Priority of claims r^ai^ssment was not made until al ter the 

that the assessmcni wa^ Enquiry Cornmis- 

winding up. This had been endorsed by the laxai. n h q 

sion. 

5.60. A certain amount 

proceedings. I‘ not possib e to an^^^^ the 

tion and complete «^f!^.^[^^;;yy„’’ip'oriiquidatt of the (mmpany. In 
demand before the dcilc t. - • the .assessment on the piofits 

anv case, even with the ntn o d non . ^ 

made during the period mmmdtal i>J x Otc^ ,uch circumstances, we 

be made until ;he Investigation Com- 

consider that tno suggestion - _ ne^’^ssirv to meet the requirements 

mission appeal^ to be t.ie ‘ SfcAion 5H0 of tite Com- 

of the case !y V/fo’ of allorvviq preferevtial pap- 

paries A.ct should he viodihea to J;V; period 'prior fo (t'e umid- 

merit of one nears assessw u.. • i .>. . . c c .,ni'dc suhsequerd ‘o the 

Zg uv notwiihsUvudmg that the asscssmen,. iMr> mudx .suO.cq. c,. . 

winding njn 

A practical d.raciUy ir, giving clJcn a ur:;yi.i™^qna'fi 

ilm wdhout .any Ur«c; t;\"™bc“ i f . oih'iara iMil svaU-d Ihat 

ieooardise the interests o.. a la lo the circumstances 

the' creditors would ndv^n-ed rmd if inrforoseen demands 

prevailing at the lime the loans \v^ ^.ny'enui^n lirne-limit 

from the Department were to come It was stressed 

S‘;u5r“a"p™S';rc ™w hakt 'i,: oxlrcnrclv dilT.cnlt ,„r enmpanie. 
to raise sufficient finance. 

5.61. We agi-ee that ^ .P^ovi^on granting^^^^^^ 

demands without dTnd Ts Vhedfore an imnediment to the growth 

from unsecured credilors ^ that the absence of such a 

of enterpii^- Vioincr t'^^hen advantage of bv some com- 

priority in favour of cannot be denied. Statistics show that 

panics to avoid payment c Unniiialion has continuously been on the 
taxes due from companies ii q ^ crores in 1953-54, by 1958-59, they 
increase. While they .stood at increase of nearly 300 per cent within 

had increased to Rs. 7 18 croies _ , . arrears are known to be 

a period of six years. A maior portm^^^^^ ^ It was SLght to our notice 
taxes due from P^'^'^fte limited P limited companies, which had 

that there had been instances w.p up before the Income-tax 

made good profits were If Therefore, we feel 

authorities were in a position ^ -interest of revenue and, at the 

that a method which protect the corporate 

same time, not act Taking these circumstances into consi- 

crganisalions has “ teeSeS for companies in which the 

pubhH; "not “ubSanM^^^ would be justified. We, therefore. 


% 
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Income-tax Act obtains nnihoul any limx-nmit. 

t- ^u) rpi need for timelv intimation rei^arding the commencement and 

is;!: s--' '-ff 


irri|:)anic;-c i o g 
'Stlv and., |;rolon 
'ec.dic obhealnm 
vnt and alsct inn 


in'scln of a c(mipany ai'O oisirnKUCG 
'hr vniue r-auaf to thr tax tha' inay I'c 
ho intima‘p(i by tlie In-, r.me-i :>x (.'ilu'i 
■.’lU'nrnt-'.TX invest.it;a!i;-n. ('> .■iriini-;;sio:i 
itiliyalion sh'uilrl bf nlnc 'ii on I'k' ioi-n-. 
tax aiilhorilie.^ witViiri a s))(,'c;!u'd p-'* '•' 
hcarina from the incomr-'r.x a.uUa.i' 
Idwariis the tax due. Frorisr)!!.' -''lony 
-mlroduced by Clou-te hhB ot 'he Io'thu 


, a ':;;;,>any‘ restored to the Veg.sler rtK,ui^ 
ti-..,ijon Ihtdei- sucl. circumstanees, p.aung 
yT: .pUUo;- to intimate the fact of Ins apr>omt- 
eurme a lax ciearance ccrlitlcate before the 

dishibutcd or compel him to set, 

ii.. due- or mar b -come due. as may 


•'ear tt) bn necessary 
i'0C()V‘nrn en ci(:c.l liiJi 


. The 
legal 

icome- 


esinii riad recomineiuutu luui ci — 

iMnin'^utt.ir t(> yivc notice to tVse liicome- 
efler his appointment and, on 
ith'.iifmt lo set aside sufficient assets 
cloiic these lines were alt enypted_ to be 
o'-omV-'ax (Amendmer.l) Bill, iftbl. 


,, , , , • -:cA ;,-.,!'nrnruiou of a contemplated dissolution 

5 r;;i. We find Lha. ,„.;"c„nnmssioner. Fm'ery Corporation 

or liquidation is co be pltpi.;:..:', u adopts a resolution or a plan 
i? required to vender wuhm 'C g ' g' h,r gh<he or any part of its 

for its dissolution or ffir the ^.'yP''‘'p”,.vt-et return verified under oath 
ranital stock, to the P other' information 

setting forth the term^ ^ ^ y; prescribed regula- 

which may be I'cquired by uu t.n.ann.. 


- ,1 . -i.M,',-.- oruri'.-imis .'d-'m-'h'! he iihroduced in 

5M. Wc recommena Cm, j .rreta.m.s should aUo 

the Indian Cornpames den ^1 "" thai once such intimation 

be suitcMy amended. We vyouid ffi-u yy imiiortant. The 

IS received prompt compledon o ‘ Ay jH | vitiated and would 

beneficial effects ol tlie ^ ^ pr i,p.re is any 

result m unnecessarily of claims by the 

delay in the completion p^pyp^.b/c-iVe ‘irPmalion of liquidation 
IncomC“toHx ciulhoi itu,s chit* 
proceedings. 

• Sect ion 148 of the 7 on OR 1 lOFlDATlON.-bvery corpo- 

“(d) CONTBMPLATm:) oi a resohnion 

ration shall, within thirty days after - j ^ . licniidation of the wliole or any 

or Plan for the dissolution of the 

part of its capital stock, rene'er « „ian and such other information 

prescribe.** 


slr’k'^ ofT c(m])in\y from the register of companies without a tax clear- 
a!V: e cCf .iiu nU' irom Income-tax Officer. We endorse this recom- 
rneiuhn it vliouid i^e ensured that the Incpnu^tax Officers grant tlie 
cerlf-aalts aiU'r completing aJl pending assessment proceedings in taking 
' s nx ;(A(j\erv action within a period of six months of the receipt of 
a nrcae Irom liic IvCgistrar. 
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right to recoven* taxes frorii 
by holding ll'cm lialaje, joint! 

‘ taxes due from the c; an pan 
coirdcJci’ed us. An at l ean pi 
hi to aov'ud Section 4-\ of the 


-n Iiarl felt So, it, subject to ade- 
acxoud a dhlcreni tiealment to 
it siegg-sled that the <ax tine 
re not subsianlia’ly inUTCsied 


K m>hinces wnere tfic company 
such circiirnstniices, it sugges'ed lliat 
ircholders only if the Cornmis- 
cd \hi\\ the liquidation liad f)cen 
lent (d tax. 


a.i t> 4\u:.) I 'l <.,cx'dure ol t’Xing iiability on sliareliolders was opposed on 
ttu: follow in g grounds; 

(i) it militates agaiuvit the principle of limited liability; 

(n) it is dinicuit to justil'v a procedure of collection for private limit- 
ed coiii[)ani(c^ distinct fiorn ihat for public limited conipanics; 

and 

(lii) sucli |)o\vers may b(^ made use of by the Department for enect- 
Ing recoveries even in cases wiierc' due to no fault of the 
cssnpany or its management the company’s resources prove 
lo be jnsufiicieni to mix:! its liabililicss. 


.h (dt Wlulc we do not denv the* for v of lliese arguments, we are .satis- 
lie^i dj.c ihc sauclity of hTniied liability is being increasingly made use 
of !oi i:u’ !ni!'|)ose of avoiding payment of the legitimate dues to the Stale 
by pi ixato hmiied companies Ilencfs hiere does appear to be a (‘cs(' for 
nieUing oih a ddf^v’cni Ircaiment 1 - 1 :lv'm eiisn' providmg suffi'dr'u',, soie- 
guard:-, againcl die indiscriminate and iuni^dcions application of the pr-ovi- 
sion. We l herek)re^ rcrmmvacad that in the case of rompanies : c's 'c// 
the pnhiic (ire not snJ^sta >p inferenU^d 'livthin the ynearrbnn rO' gec-- 

tion 24A of the J a come -tax, the ledhil'iif for the direct taxes should first 
iaU on the assets of company, then on ihc directors of the con -ng 
lastly on the shareholders in proportion to their holdings. In cases whrTC 
the regisicred owners of ihe share-: are ddfeiamt harm tb' ' ' . nch'd 
owners, the proportion of the liabnitv to lax should be determined in 
accordance wnth the number of shares field by a person benefr. iady wnth- 
out confining it to shares actiialiy registered in his name. 
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5 70 It was brought to our notice that considerable 
experienced in 

?rv“uSJ:"n-i cS f "ward to P-chase them 
, i the intending purchas^ms were no « SLE 

would be registered as r) the existing 

we recommend that it should be st t , J ^ vurchase these shares 
shareholders or directors do no come Jormard to jn.m of 

on the basis of the fair value deteivnnc , ruiht to sell the shares 

the Wealth-tax Act. the o.f the 

hy auction and the purcluusers shall be J' '^.ontrarv contained w the 
company. noUmthstandmg any provision «o t' ^ 

Memorandum and Articles oj Association oj ihe company. 

RECOVERY FROM FIRMS AND PARTNERS 

'r..7L R..»v„y or tox the portooro of 

Income-tax Act oegms to con^.toto cerlam 'dcomecl to be 

registered under Section 2()A ol ^ •;S(5)(b) of the Act is not 

registered under the a firm exceeds 

liable to pay pec al levy of Income-tax in addition to 

Rs. 40,000, it 13 subjected to ^ specta ^ ^ income falling 

the tax payable by /^e paOmers if ,ny. 

to their share aie taxed a ^ g _ partners are granted 

For the amount of special nersonai rates of taxation, on that 

abatciTU>nt in ^beir ^ to the profit sharing proportion, 

part ol the tax tailing b'/h®m acc h jg treated as a taxable 

In the case ol an ® ^ _ nii- In effect, this means that the part- 

entity and taxed on h.s total v , x severally liable for the tax 

ners of an "aeainst^this such a liability on a registered 

levied on its total income, ^^inst tins, sue 

firm exists only with regar ^ -1 there are certain specific instances 

exceeds Rs 40,000, n ‘^A^ Xre iht reSlslefcd firm fe held 

enumerated under the Income te . Thus the firm is responsible 

responsible tor the taxes due from or residents in Pakis- 

for the tax due from partners on the firm is restricted to the 

tan. Even in such shares of the partners and the firm 

;rfot 'r”p™sibk. fof mx in ripecl of other items of income of the per,- 
ners. 

A72, In our view, the ^^fficrilty anses 

between unregistered and registered firm could he proceeded 

that while all the properties of the for tfie tax levied 

against and the partners are jointly an _ , p for the tax levied 

of the profits of the firm, in the case t fncrV liahilitv on the 

on the profits of the A^m assessed m the hands of ^ ^ 

properties of the firm is limited b' our opinion, this difference 
ing partner in the prciperty o , roodification in the statute should, 
is clearly unwarranted and ^ ^ matter of recoverv 

therefore, be made to make l-be ^ ^ position should 

of taxes due on the prpfi « of unregistered firms. Such 

not be different from what obta ^ onlail no additional hardship at all ae 

SSU'b^y'Tf tbpt the concept cl 

410 C.B.R. 


a ‘registered firm’ is a creation of the Income-tax Act and that registra- 
tion under the Act is a concession granted inasmuch as the total income 
instead of being considered as that of a single unit gets taxed in the hands 
•f the different partners at their personal rates of taxation. We there- 
fore, recommend that suitable amendments in the Income-tax Act should 
be made to secure that all the assets of the firm, are liable to be proceeded 
against for realising tax due from the defaulting partner of a registered 
firm in so far as the demand relates to his share of income from the firm,. 
The other partners who meet such liability on behalf of the defauUing 
partner should have a right of reimbursement from him for pavments 
made on his behalf fromi the assets of the hi m belonging to them/ How- 
ever, full efforts should first be made to recover the dues from the default- 
ing partner himself and only after such elTorts liave proved fruitless 
should resort to recovery from the assets of the firm, be made. As for the 
tax due on the other items of the defaulting partner, only his interest in 
Iftie property of the firm sliould be liable for attachment. If there are 
arrears due from both the registered firm as well as a partner and the 
aasets of the firm are attached, tlie amount realised should be utilised first 
for meeting the tax due from tlie firm. This uaiuld be in accordanc'e with 
provisions of Section 49 of the Partnership Act. 


RECOVERY FROM TRANSFERRED ASSETS . . 

5.73. Our attention was drawn to the difficulties in respect of recovery 
In instances where the income arising to a person from an asset transfer- 
red was included in the total income of the transferor for* assessment ])ur- 
poses. Such a situation (’ould arise from two distinct s(:'ts of circumstan- 
ces, VIZ., as a result of the deeming provisions of the Income-tax Act like 
Sections 16(i)(c) and 16(3), and also as \hv result of a finding by the 
ass6\>sing authorities tliat the person vvho is shown a.< the legal owner is 
•nly a bcnamidar and that the real owner is some other person. When 
assessments arc complided under such ciivumslances, the question arises 
whether tiie taxes due as a rcsailt (d‘ assessments could be recovered by 
proceedings against the parti' uiar as.set standing in the name of the trans- 
feree. Hence the question arises whetht^r any specific pri'vision should 
be introduced in the Act to cover such cases. 

5-74. The adoption of such a }Trocedure was opposed on many grounds. 
Firyiiy. it was lelt that there was no logic for treating the Uicome of one 
as the income of anotlier and wliere the transfer was not real or was only 
a camoLifiage, tlie law granted sufficient powers to tlie authorities to pur- 
sue the transleree as a benamidar of the real ownsT. Secondlv', it was 
pointed out that income-tax was a personal liabilitv and was not a liability 
•n the property assessed and hence the demand should be enforced 
against the person assessed. Tliirdiy, there was a view that it would 
oreate complications of a legal nature wiih regard to the determination 
•f the real ownership of the properties. Fourthly, it was suggested that 
it would entail hardship in a case where the Department might have 
wrongly treated the property of one person as belonging to another. 


5.75. The Income-tax Investigation Commission had pointed out that 
if the transfer was to be ignored for the assessment of the income, it 
would be logical to also do so for the purpose of the recovery of taxes so 
assessed. However, it stated that such a procedure might indirectly 
affect the title or interest of the transferee and may, in the event of sub- 
sequent disputes between the transferor and the transferee, place in the 
hands of the former the power to put the latter to harm or trouble 
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Hence, it was not prepared to recommend that 

transferred propertv was assessed as the income ^h® qn%ransferred 

tax thus assessed should be recoverable from the property t . ^ ^ 

mn nVivi-ile anv such diflicultv in the matter of collections resulting iiom 

fte app alSof <11(0 and (3) S-don 16 »nbe Incom^ 

tax Act, it thouBbt that it might be IcBitimate U. b™''* 

in respect of the income of wife or nunor child 

tho incornc niiGht l>o independently taxed as that oi th I t r 

Sal tt™aa an r„cd might be recovered from their properly .nelud.ng 

the transferred property. 

5.76. As regards the demand arising from 
to the deemin.g provisions of the Income-tax Act. the raxatum fanqui^ 
Commission recommended that law should be suitably 
vide for the assessments made on the person conceincd bu g . p P, 
nronortion to the income personally belonging to him and '^hat attr bu 

Crbi; In im. Laaets held by [he wife and the <-'>;;lt™,rthe.rih7 « 

bo T'usod separately on each one oi them, llowtvrr, wh. c 
hx.ni oropeiiv held bv a benamidar ,s included in the assesement of the 
real owner it felt that it would be .fustiiiablc to proceed against such 
property for recovery of taxes due from the real owner. 

5 77 We have examined the que.stion carefully and also ‘-’ori^ Jeered the 

specific powers sought to be given to the taxing ^‘"us^the 

under Clau.so 45A of the Income-tax tAmendm.enl) Bill. 1951 as also me 

provisions of Section 33 of the Wcalfh-tax Act 

Pn-cv of default by the person in whose hands wealth ^ 

taxable bv providing recovery of the portion ol tax attributable to the 
trmsfern'd assets from the transferee. Wc feel that there is a need lor 
a soeciiie' provision enabling the Income-tax autimnties to proceed wi h 
Jeeiivcrv of taxes arising from assessments on the mcome arising fiom 
assets either under the deeming provisions ol the Act oi as a icsull of a 
finding bv them that the legal owner of the asset is only a benarnida ( f 
another person. The purpose of the assessment is completely vitiated it 
th(' tax due as a result of such assessment cannot be recovered and \ve 
feel that the transferred asset should not gam any immunity tiom the 
rreov’erv proceedings under the Income-tax Act, W'c. "’'f- 

mevd that where it xoas not po.s-siblc to recorer 

in resmcc/ of the incomes aqqredated under Sedums KulHci and 16(3) of 
the Income-tar Act. the Department should have the right to proceed 
aqainst the leqal oicner of the assets in respect ol the share of Uii pav- 
ahle on account of the inclusion of the proportional e tricorne f urn such 
assets. However, in a case where the assessment has resulted ^ 

findinq of faef that the transfer rvas a mere hevanu transaction effected 
with an intent to evade tax, no such restrictions are ne^'ssary. In such 
cases after the assessment has become final i.e. after the ownership of 
the propertv has been finally derided in the assesement proceedings, the 
assessing officers should oroceed asainst the nropprtv^ held benanii for 
realising taxes due fmm the real owner. The right of the aggneved oarty 
to proceed in a Civil Court by filing a suit under the Code of Civil Pro- 
cedure shall not, in anv wav. be adverselv affected by this procedure, 
and the findings of the Court shall be binding on the Department as well- 

SECTION 46(5A) OF THE INCOME TAX ACT 

5 78 It was brought to our notice that Section 46(5A) of the Income- 
tax Act. as it was worded, failed in certain resoects to achieve the object 
for which it was introduced and should, therefore, be suitably modified. 
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The Section was introduced in 1948. as a result of the ’^ecomrnendations 
of the Income tax Investigation Commission. It ° or 

tax Officer to issue notice to a person who to 

is likely to owe any money to an asse.ssee requiring that f/ 
over the amounts towards the lax due from the assessce. 
ignore.s the notice and discharges any liability to the assesste he held 
personallv responsible to the extent of the liability discharged oi the 
amount of tax due. whichever is less. 

.5.79. Under the present provi.sions. it is not possible to issue a gar- 
nishee order in respect of amounts of the assessee held in a joint aceoun^. 
We agree that it should be possible to attach the share ol an assessee i _ 
such accounts also. Wc. therefore, recommend that a provisum •'^riould 
be made for enabling the Department to attach such joint accounts. How- 
ever it should be ensured thai cases where joint accounts are held by 
persons in a fiduciary capacity, for instance, as irustees or where th‘' 
coiint is really that o! the other joint holder (or holders), such accounts 
are not attached. Ihovision should be made lor enabling the Income-tax 
Officers to freeze such joint accounts on issuin.g a modified form ot the 
present garnishee ordei'. Simultanc'ously, notice's should be given to the 
Lsessee as well as to the other joint h(,>lder (or holders) to show cause 
within two weeks as to why the joint accounts should not be attachec 
and after hearing the parties, the Income-tax Officer should t'^mine 
whether the whole of the account or part ol it belongs to the delaulting 
assessee and if he decides that it does, he must pass an (irder deter mm- 
inc the share of the assessee in the account and also issue a garnishee 
order in suitable terms to the party m whose' books the account stands 
and a copv of the order should be sent to the* parties ccmcernecl An 
anneal shiiuld be provided against such an order. It should also be en- 
sured administratively that the Appellate .^ssistant Commissioner hears 
such orders within a month of thc'ir institution. 


5.80. Another difficulty was that if the garnishee was to deny his liabi- 
lilv to pay anv sums to an assessee. the Income-tax Officer had no power 
under the Act to go into the question and decide whether the stiitement 
of the third party was true or not. The method of recovery under this 
section thus became effective only with the willing co-operation ol a 
garnishee. It was su.ggested to us that the Income-tax Ofliccijs should 
be cloathed with powers to enquire into and decide questions ot title or 
of the truth or otherwise of the objections raised. We do not think that 
this is necessary. It is not as if the Department has no right ioi investi- 
gating the truth of the statement made by a garnishee under the present 
provisions. The only difficulty is that it has to apply to the Court for 
an adjudication on the liability of the garnishee. However, we feel that 
the present law .should he modihed to vrovide that even where a garni- 
shee. on ivhom the notice is served, disputes or denies the liability the 
account in anestion is frozen. In such circumstances, the Income-tax 
Officer should make, inquiries and ascertain whether there, is a prima 
facie ca.se for proceedina against the garnishee and in case, he is satisfied 
on that point, he .should be emnowered to file a suit in the. Civil Court t» 
establish the. liability of the garnishee. 

5.81 Another difficulty pointed out was that in a case of default by 

a earni.shee. tlif' section saiiciions reci'vcry only through i.ssue ol a ceiti- 
ficVife to a collect.or. We are suseestmg later, in this Chapter, changes 
with regard to collection of taxes through issue of recovery certificates 
and we feel that no modification is necessary in this regard. 
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PUBLICISING NAMES OF DEFAULTERS 

SP'> Tt was sueeested that it would bo conducive to expeditious col- 
tcU.™ ofT« GovIrnS^nt were to give periodicaUj- w.de pub .c.g 
„> the ot driaultme laxpavers^ ^ ^du e 1 nS 

t'^rhh'id;.:", n^.r h<.i„ iu a<h,cv- 

?:rih" ob ;.ct.ve ^ from the fact that S’t.l'TJ' 

on V after a iinalitv ret'ardinr; the demands raised had been u acma i.t 
onW frier Iht appeals, revisions and other proceedings are completed, t 

-s/lh;. si; 

favottr the svggestiou to publicise names oj la.r dejaulteis. 


DIVISION BETWEEN ASSESSMENT AND 


COLLEC- 


FU NCTIONAI. 

TION 

-ti-U We now take up for consideration th(‘ usefiilness of 
bifvircaiion of the functions of assessment, and collection peifotmed at 
nffeft compositorilv bv income tax Oilicers, as a means tor securing mo e 
expeditious collection of taxes and avoidance o! accumulation of 
m^the future There are twc/ wavs ni which such a division may be 
broiu'hl at)oul tn- bv providing that ihe assessrnt'nt and collection phased . 
ol wml af halldlfi by different agencies alloaether or by a reunymis^ 
tion of the ollice through a ^ mere functional recnstnbulion of woik 
amongst the existing personnel. 

o'14 The outst.andine example of the former type of division of work 
is seen in the United Kiruidom where diflVrent agencies are 
in the process of obtaining from assessees the 

•issessiTV- section merelv encages itself in computin,g the liability of the 
wifus t'atpdfd. After the Lability is determined,i.ntc.rmation is pas^ 
ed on bv it to the collectors. The collectors who hflve no ^ 

■determination of the tax liabilitv are solely responsible loi toUecting th 
amounts and accounting for them to the Accountant Geneial. 
sessing and collecting agencies are even geographically separdue ftom 
■each other and the personnel is not interchangeable. 

5.85. It \vas pointed out to us that the merits of a 
of work into assessment and collection are many. ^ on 

such a division of work would enable greater concentraLon ol effort on 
the two different branches of work and thus make for an improvement 
{o eSncfhreach field. Assessment, if was pointed out was a specia- 
Used iob and called for uninterrupted attention and concentiation of 
efforts and it was best that the assessing oflicers were left to devote their 
whole time and attention to the duty of determining the tax liabili F Vy* 
hampered by othgr duties. It was also mentioned that a separate coIle(> 
iion division would also be in a better position to investigate and unearth 
the income and assets of defaulting taxpayers and effect realisation of 

the taxes. 

5 86 We are however, of opinion that it is better co continue with 
the present system and not divest the assessing officers of their responsi- 
bility for coilection. The assessing officers are m a better position to 
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effect the collection because they are conversant with all the facts of the 
case and possessed of a detailed knowledge about the financial affa^s of 
the assessee. A different set of officers would be lacking in this back- 
ground knowledge. Moreover, if the responsibility of collection is taken 
away from the assessing officers there is every chance of oyer-assessments 
being made. It is interesting to note that even in U. K. when it comes to 
Surtax both the levy and collection of it are attended to by the same 
agency’ viz., the Special Commissioners. Again, such a division would con- 
stitute problems when it comes to decisions on request for instalments or 
for stay of collection, modifications resulting from appeHate, review or 
revision orders and so on. It will also necessitate a great deal of move- 
ment of records and cross references and this is not likely to add to the 
convenience of the Department . or the assessees. Unless complete co- 
ordination can be ensured, such a division of work would lead to a great 
deal of inconvenience to the assessees. We find that even in U. K. where 
the system has been in vogue for such a long time, difficulties weie being 
experienced due to lack of co-ordination between the work of the tax 
office and the Collection Division. The .Royal Commission in its Report 
stated, ‘‘More than one witness alleged that cases had occurred where 
appl cations for paynnent continues to be made although the taxpayei had 
the right to suppose that collect ains would be lield over pending enquiiy 
by the tax-office into some objections to the amount of assessment which 
he had notified to that. office'\='‘ In vieiv of all these considerations, our con- 
clusion is that no Junctional division resulting in the assessing officers 
being divested entirely of the responsibility for colleciion. is called for. 
Our reconiniendation in tills regard is that the assessing officers should be 
relieved of the unnecessary routine work so as to enable them to devote 
more time to recovery work. 


CENTRAL REVENUE RECOVERY CODE 

5.87. We now pr1|^eed to consider the modifications we feel are neces- 
sary with regard to the existing procedure of effecting recoveries through 
the agency of the State officials. At present, one of the methods provided 
in ihe direct taxes Acts for recovering arrears is the issue of recovery 
certificates to the Collectors, who are — officials of State Governments. 
On receipt of a certificate specifying the arrears of direct taxes, the Col- 
lector is required to recover the sums as if they were arrears of land 
revenue. 


5.88. This link with the provincial set up has a historical background. 
Pr or to 1922, the Provincial Governments were in charge of both the 
levy and collertion of central taxes. The Income-tax Act, 1922 brought 
abtiul the disengagement of the Provincial Governments from adminis- 
ter ng taxes levied by the Central Government but such disengagement 
was and continues to be confined to the assessment stage alone. Probab- 
ly, lack of sufficient numbers of trained personnel working under the 
Central Government at that time as also the ready availability of officers 
of Provincial Governments already equipped in this regard made for the 
division of work only to this limited extent. 


’* Report of the Royal Commission on the Tf^xation of Profits and Income — Para 9S4. 
page 294- 
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5.89. The present procedure of invoking the provisions of the land 
j* 0 Y 0 nue recovery codes of the various States which are intended essen- 
tially for the recovery of revenue from agriculturists, is not, in our 
opinion well-suited for the recovery of direct taxes levied by the Cen- 
tral Government, the bulk of which is from non-agncultural sources. 
Apart from this, the present system necessarily involves collection 
according to the provisions of the various land revenue recovery codes 
which differ from each other in different States as regards both powers 
and procedures. Most of the codes provide for arrest and imprisonment 
while some do not. Again, some codes provide for appeals while no rights 
of appeal exist in others. They also differ from each other with regard to 
the assets which could be attached as well as the procedure of attach- 
ment. Some of these differences were commented upon by the Supreme 


Court in the following terms: 

^'Section 46(2) of the Indian Income-tax Act requires the Collector, 
on receipt of the requisite certificate irom the Income-tax 
Officer, to proceed to recover from the assessee the amount 
specified in the certificate as if it were an arrear of land 
revenue. This means that the Collector must take such pio- 
ceedings as he would have done if he were engaged re- 
covering ’and revenue. Thus a Collector in the city Oi Bom- 
bay in Recovering the certified amount of income-tax must 
proceed under section 13 of the Bombay City Land Revenue 
Act, 1876 (Bombay Act II of 1876) and arrest and dctam him 
for the period therein mentioned which, prior to the mn 
October, 1954, might have worked out to a period much 
longer than six months. On the other hand, the defaulting 
assessee in all other parts of the State of Bom bay las ic 
proceeded against under section 157 of the Bombay 
Lvenue Code, 1879 (Bombay Act V of 1879), under which 
he connot be detained for more than the period limited by 
the Code of Civil Procedure for the detention of a pidgment 
debtor in execution of a decree for, an equal amount of money. 
So even in one State there were two procedures to which 
defaulting assessees could be subjected 
were in or outside the city of Bombay. A Collector in tl 
State of Madras in recovering the oerlTied amount of income-, 
tax has to proceed under section 48 of the 
Recovery Act, 1864 (Madras Act II of “ 

' lector finds that the certified amount cannot be liquidated by 
the sale of the property of tlie defauHing ass^ and the 
Col'ector has reason to believe lhat the d'?fanlter is wilfully 
withholding payment or has been guilty of 
duct in order to evade payment, the Collector may, unde 
Son 48 of that Act, cause the arrest and imprisonment of 
tS Saulter, not being a female. But that section goes on 
to say that no person shall be imprisoned 

than two years or for a longer neriod than six months if the 
Sai doJs not exceed Rs. 500 or for ^ 

three months if the arrear does not exceed Rs. 5ff A Co ^ 
tor in West Bengal proceeding to recover the certima 
amount under the Bengal Pub’ic 

1913 (Bengal Act HI of 1913), cannot, under section 31 of that 
. Ach dSthe detention of the defaulting assessee m prison 
for more than six months if the amount is i^re than Rs. 50 
S m other cases for more than six weeks. The defaulter in 
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the Punjab cannot under section 69 of the Punjab Land 
' Revenue Act, 1887 (Punjab Act XXVII of 1887), be kept in 
civil jail for more than one month. Section 148 of the U. P. 
Land Revenue Act, 1901 (U. P. Act III of 1901), limits the 
period of detention to 15 days and also exempts many per- 
sons, e.p., Talukdars and women from any imprisonment. 
The Assam Land and Revenue Regulation, 1886 (Reg. I of 
1886), does not insist on imprisonment at all. A cursory 
perusal of the provisions of the different Acts referred to 
above will at once show that in the matter of recovery of 
arrears of land revenue the different States have prescribed 
different rnachineiy, some obviously harsher than others. 

5.90. The re, suit of such differences in the land revenue recovery codes 

of the different States is that the uniformity attained at the assessment 
stage in the administration (^^>1 the direct taxes Acts of tlie Central Cjovern- 
ment gels lost the moment a certificate is issued under Sectiem 46(2) for 
the recovei-y r)f tax. This situation has got to be remedied. To get over 
these difficulties and to bring about uniformity of procedure and treat- 
ment, it has been suggesti'd iliat a Central Revenue Rf'covery C('de may 
be enacted. ' 

5.91. We discussed this aspect of the pioblem vrifh tiie State Revenue 
Ministers and their officers wlien we met them dining' <.»ur visits to the 
different States. Wiiile some of them felt, that unifermiiy could be 
achieved by the Central Covei-nment convening a conference of the Reve- 
nue Ministers and indicating tlie lines a’lmg wliich the respcctrx'e land 
revenue recovery code nt'od“d io be aniended so iliat in the matt'Cr oi re- 
covery of direct* taxes levied by tlie Centiul Goveirnrnent there could be 
uniform it'v’ i)oth as regards powers and procedures, there were otlier who 

Jeit that it might amount to having two different codes one for the rc^- 

covery of central taxes and another foi' the recoveiy of tlie State revenues 
and that it might lead to complications in actual working. There were 
still others who felt that they were not t^'xpcriencing any difficulty in the 
matter of recoveries of central revenues under the existing provisions, 
and therefore, did not find anv reason for making any changes. In such 
circurnslaiices, it will be difficult for all the State Governments to agree 
to amend theii' laws and thus effect uniformity in the modes and proce- 
dures of recovery. Their dis-inclination is undcrstandabl'e to a large 
>nstent, because each Stale Act has been evolved to suit the peculiar' 
conditions prevailing in the State. Moreover, the land revenue recovery 
code of a State is meant also for the recovery of other levies in the State, 
which b\^ their very nature will not be uniform as between the different 
States, 'in view of those cii*cumstancGs, the only possible means of 
attaining uniformity appears to lie in the enactment of a Central. Rewenue 
Recovery Code. 

5.92. The Law Commission has also commented on the variance in the 
procedure as well as powers in effecting recoveries under the revenue re- 
covery codes in the various States and stated that whatever be the posi- 
tion in regard to recovery of tax levied by the States, there should be a 
unifom procedure in regard to recovery of Central taxes. With a view 
to achieving uniformity in the matter, it drew out, after a study of the 
]irovisions of the various States relating to recovery as also of the Code 


’^earushottam Govindii Halai vs. Additional Collector of Bombay and others— 28 I.T.R. 
’^ 55 ) 894^. 
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of Civil Procedure 1908, a list of the powers now available under them 
and also prescribed the procedure to be followed by the Collectors while 
engaged in the task of recovering income-tax and suggested them as a 
separate schedule to the Income-tax Act. 


5.93. We feel, however, that the i-ecommendatlons of the Law Com- 
mission in this regard are not sufficient to remove all the points of difler- 
enos which now exist amongst the land revenue recovery codes, ^or 
example, in Schedule II under Part VI of the Income-tax Act as codified 
by the Law Commission it has provided for an appeal against the orders 
of a Collector “to the revenue authority to which ay)peals ordinarily lie 
against the orders of the Collector under the l.^aw relating to land revenue 
of the State concerned’’.'" As th';' revenue I'ceovory code.s diflei’ Irom 
each other as regards the rights of appeal it does not seem to constitute 
an imprrn'ement in the pri'si'iit position. WJiot lec visudlisc oiicl leroTn- 
mevd iS a Central Revenue Recovery Code veU-roritatyicd and complete in 
all respects. 


5.94. Apart i'ruin thi* difficulties caused by lire .ack oi unilormity obtain- 
Ccnirai O.llec ing mg between t he pi ', Visions oi the different Stale 

Agency laws, the manner in wh'.cn ihc Stale' olncials have 

been conducting themselves and effecting ihe recoveries also came ip lor 
a good deal of criticism. There seems to exisl a fcelin!.; that the present 
system is defectu'e in its working. Tlu' dissatisfaction m this respect ha.^ 
reached such a stage that more tiian one witnesses suggested to us in all 
seriousness that wg should recommend that a proporlani ol the arretirs in 
eacli State coverc'd ij>' recovery certificati's nri}’ fie considered a.s contribu- 
tion bv tlie Centre to those States onl of iis (hvisilrie pool. 


5 95. It was rc'presented to us by tht,’ Departmcr.t fhat tlie C oiloctors 
did not put in their best efforts in the work of realisation of Central taxes. 
Innumerable inst.anees were said to have occuri'ed vrhere thc' State offi- 
cials faih-'d to take into account the full facts of the case and without even 
con.sulting or informing the Incornc-tax Cfriccrs granted 
liberal instalments jeopardising the interest of Centra, 
Revenues. It was pointed out that there had also becri 

instances where the amounts paid by the defaulters were adjusted 

by the Collector towards the dues for particular years without any refer- 
ence' to assessing authorities, causing a great deal of accounting difficulties 
tn the latter. It was represented that with the issue ol a certificate under 
Section 46(2) of the Income-tax Act all that happened at present was 
that the initiative passed on to a grqup of officials over whom the Depart- 
ment had absolutely no control. Whenever, after the issue ol a cei tifi- 
cate, the Department agreed to requests for the grant of instalments or 
stay of recovery proceedings, the Collectors resented the action and con- 
sidered it as interference with their work and they often played the role 
of a judge between the Department and the assessees. It was also 
cd out to us that even after the issue of a Certificate under Section 46(2) , 
the Collectors depended upon the assessing officers to furnish them with 
full details of the income and assets of the defaulters which could be 
attached by them and tender explanation on innumeraole points. The 
arrangement made by the Central Board of Revenue with the State (gov- 
ernments for the appointment of special revenue officers to de^l exclusive- 
ly with income-tax collection work was also said to have proved inade- 
quate. Hence, the Department felt that it was better that it effected the 


Law Commission of India, Twelfth Report , page 295. 
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collection of taxes on its own and for this purpose, it might be provided 
with necessary powers and other facilities. 

TV, ^ ^ed^ouf Ihlt'cSifcSes ‘Snia s"uo‘n'46(2)''were being isued 

r/i“;r„re ^e - = ?n 

keep demands alive. As J;“f ® required to refer back to asses- 

”^r™Ihc,ritle“ for" lurlhor details with consequential delay in disposal 

oI cases. 

^ 07 ThP Taxation Enquiry Commission had considered the ^question 
of flSIt eo'itecS by^ 

tral Board of “"<> '"^Cse U fe l ‘to 

did not favour such a ® ^lad a share in the collections 

have a v.tal interesl co eclum as Uiey a^^hc^r^^ 

of the income-tax by , i „ of fhe system of appointing 

their best. It Her the Central Board oi Revenue. But it is 

special ol the evidence adduced on this point, 

?hat the sy^’tean of collection through SUitc authorities has not proved suffi- 
ciently effective and needs to be modiffed. 

5.8^ As pointed on. at bf cKs'’1sS S' IS 

problem ol during 1958-59, Rs. 120.01 

collectors. Out ot ^ amounts covered by certiffcates forming 44,19 

crores were ,rs had ^ by nearly 100 per cent 

per cent ol the total. Such a crores. The figures in Tab'c 2 

since 1953-54 when ^ since 1954-55, such arrears have 

;^^^Sn^>f the fo’fal arrears. A solution 

to Ihe problem is, thcrelore, of utmost importance. 


,» we do ,u,t p.-o,K.sc to appottion^t^^^ 

of affairs. Pei haps, the ‘ f^c time has arrived when we 

system now m [^^‘^)J‘"7the^Ce.itri^ Government dealing with the entire 
should think m teims P , ippislalion to deal with the recovery 

job of collection ^nd having a Central^ administer it. 

of Central taxes as also a . , rccorcra of the direct taxes of the Cen- 

We. therefore. recormner^tl^tU^^^ suggested by 

r IdSl'ir^lmiTred^y the Department of the Central Government 
itself, ' -D + o 

5 ,00, Tboro are bound to bc^difficubfo^ 

are not insurmountable, T J , pei-c-onnel This can be met by the 

lack of sufficient number oT g^t administered, in the initial 

Central Revenue Recovery Code knowledge to 

stages by f l^-'ced . „o„rse of time, the Central Government 

deai with the problern, , a,’ •,. tVipn take over the work of recovery 

5,101, The syslem rosuifo which woSrfollL''’from 

f Su implcmentaffon of it would justify such increase in expenditure. 
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The beneficial results can accrue only after a few years and it would 
not be prudent to expect quick results. Even at present, the Government 
have been meeting the expenses on the Special Officers of the State Gov- 
ernments attending exclusively to the collection of income-tax levied 
by the Central G overnment. Such expenses amounted to Rs. 3-72 lacs 
during 1956-57 and the budget estimate for 1959-60 appears at Rs. 5 07 
lacs. The additional expenses are not likely to be much more than this. 

5.102. It was represented to us that even under the new set up the 
CGntral agency was not likely to be as vast as the existing ones under 
the States and that the Central Government will still have to depend 
upon the States for effecting collections. Such a view arises from 
a misunderstanding of the intention behind the change that is 
being suggested. The new system is not suggested for providing help to 
the Central Government at the cost of the State Governments. The 
interests of the Centre and the States cannot be considered to be at 
variance with each c»ther and co-operation between the Centre and the 
States should be available in this as in all other phases of administration. 

5.103. To sum up, we visualise the time when the Central direct taxes 
administration would take over ultimately the entire work of collection 
under its own Central Revenue Recovery Code. For the present, the 
existing system of having separate certiticate ollicers ol the States to 
deal exclusively with collection of Central Government dues might be 
continued and even extended to cover areas not covered at present. This 
interim period, which should be as short as possible^ should be utilised 
for getting a sufficient number of Central Government officers trained in 
the art and procedure of effecting collections by getting sekn’ted officers 
seconded to the States to work with them on deputation, as Collectors. In 
the meantime the Central Government should get its Revenue Recovery 
Code finalised. The talents and experience built up by the Central 
Government officers on deputation with the State Governments should 
then be utilised to tie max ‘mum advantage in the administration of the 
Central Revenue Recovery Code. 


CHAPTER 6 
REFUNDS 


INTRODUCTORY 

6.1. We have discussed in the preceding Chapter the powers and 
piocedures r(dating to collection ol taxes. The amount of tax collected 
initially troni an assessee may. sometimes, be in excess of his correct 
tax litibil iy. and this wciuld neces.sjtatc' refunding the excess to him. 
If us, letuuds may ans(' on account (>t excess deduction or taxation at 
source, oi' excess advance payments. They also arise on account of the 
reductions givcm m appeal, revision or rectitication. The reliefs pro- 
vided under the statute in respect of doubly taxed incomes, wealth etc., 
2 c. taxed in India as well as abroad, may also result in refunds. Tt is 
hut fair and .iust that those refunds are given l.o the taxpayer’ promptly. 
Though this aspcHd has been repeatedlv emphasised in the departmental 
jnstructions and some improvement had been brought about, there is 
^tiM a wide-spread feelme amongst the assessees that the Department is 
not as prompt in refunding the over-pavments as it is in collecting the 

removing such a feeling cannot be (wer'- 
emphasised, because' i\ is only by concicntiously finding and refunding 
ovei payments that the Department can help to instil confidence in its 
sense ol iairplay amongst th(' tax-payers. Delay or indifference in giving 
felunds not only have an aciversf' effect on the Department’s relations 

with the pubjic but th(‘y also make the assessees reluctant to pav their 
taxes in time. 


DIRECT REFUND CLAIMS. 

6.2. The following statement gives the figures of disposal of refund 
claims made under Section 48(1) of the Income-tax Act during the period 
Lxicni Ol clciay 1954-55 to 1.958-59 : - 

7c:b/r O/f;'! nn.-' pU'i’ress of 7io.poujl of rcforij cluifft^; 


I'^irti cilia IS 

I9S4-55 

1955-56 

19S6-57 

19.S7-5X 

195^-59 

No. of claims f-M- disposal--- ('’.Trent pliT. 
brought forward .... 

7^62” 

69,9X8 

74^223 

73,334 

84,478 

No. of claims disposedOf . 

' 64,9^4 

(SX) 

60,822 

(^ 7 ; 

65,079 

rss) 

63,411 

(^7) 

74,7^2 

(X9) 

No. of claims pending 

X,643 

(12) 

9.166 

( 13 ^' 

9,144 

(1 2) - 

9,923 

(13) 

9.696 

(ri) 


[ Figures in brackets represen perccntagc.s of total claims for disposal ] 


It is seen that, on an average, 88 per cent, of the claims are settled within 
the very year of their filing. Further, an analysis of the claims pending 

^he total of 9696 such claims 
claims i.e, /O per cent, were less than three months old. and only 



292 claims i.e. three per cent, had been pending for more than a year. 
This would show that though there is considerable room for improve 
rnent, the position is not as bad as pointed out by some witnesses. 

6.3. A substantial numbei* of the refund claims resulting from excess 
deduction or taxation at source, such as in respect of dividends and 

Special refund interest on ‘securities’, can be conveniently segre- 

circles gated from the other noirnaj assessmont work, and 

dealt with under a special procedure at a central place. Special leiund 
circles are already functioning at some places, and we understand Irom 
the Central Board of Revenue that inslrucfions have been issued foi* 
the centralisation of refund claims and lor the constituiion of relund 
circles in all Commissioners’ charges where the number of such claims 
exceeds 3,500 in a year. However, proper organisation and adequate 
stalling of the refund circles and a i ationalisation ot their mt thods ot 
working are necessary for the expeditious disposal of refund claims. 
A system has been introduced, for the last ftnv yea i s. in some refund 
circles, e.p., at Ahrnedabad and Calcutta, for disposing of the refund 
applications, as far as possible, on the very day of their receipt. VVe 
were informed that under this system, more than 00 iier cent, ol the 
relund applications weix^ being disposed ot on the very day of their 
receipt, and that the remaining cases were such where either the appli- 
cant had not produced the necessary data or prolonged investigation and 
detailed scrutiny was found necessary m order to establish the ad- 
missibility of the claim. Bulk of the refund claims arc such as are 
made year after year by the same persons and which would have already 
been enquired mto in' the past. They do not require a meticulou.s 
scrutiny every year, and can, thcrelore. be disposed ol immediately on 
receipt. Only cases where the claims are preferred for the first time, or 
the claimants are suspected to be beriamidars of other persons, or where 
the ‘income’ is likely to fall within the purview of Section 16(3) of the 
Income-tax Act. or where investments show marked .^iuctuations, take 
time for investigation and cannot, therefore, be isettled immediately. 
But such cases form comparatively a very small proportion of the total 
refund claims. We are, therefore^ of opinion that the special procedure 
far the disposal of the refund applications on the very da'iv of their 
receipt should be extended to all the refund circles. 

6.4. We, however, wish to make it clear that, in the working of the 
above system, we do not envisage any undue relaxation in the standards 
of scrutiny of the refund claims at the cost of revenue. The Govern- 
ment must not be put to any substantial loss of revenue bv erroneous 
issue of refunds or acceptance of fraudulent claims. We feel that if 
properly trained personnel are posted to the refund circles in sufiicient 
numbers, it will not only achieve expedition in th(' disposal of refunoi 
claims but also ensure adequate scrutiny. Further, proper and intelli- 
gent use of the ‘Refund Cards’ which have i-ecenilv been introduced by 
the Department and which give, at a glance, a clear picture of the 
refundee’s previoru^ claims, investments etc., wdl be very effective in 
detecting attempts at defrauding the revenue through bogus and 
erroneous claims. 

6.5. It was felt by some witnesses that the system, in order to be 
successful, requirexi a large establishment and might, at times, entail 
waste, of manpower because of an uneven flow of refund applications 
during the year. We do not share this apprehension. There is 
usually a heavy rush' of refund applications in the earlier months 
of the year, and, accordingly, a larger staff would be neces 
sary only during this period. The staff in the refund circles can 
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be strengthened during this peiod by transferring 

other offices where there is comparatively less work. Thus with suitable 
adjustments in staffing, there should not be any waste of manpower. 

6 6 Under the existing provisions of law, tax in respect of cf^am 

Pxe.nrt on incomes has to be deducted at source_^ huch deduc- 

ccrtitkates tion is made at the maximum prescribed rate which 

may m some cases, be higher than the rate applicable to the personal 
income of an assessec. Such an asscssee can obtain an exemption certi- 
ficatt' from the Income tax Officer authorising deduction ot tax at a 
lower rate, as rneniioned in tt'o certificate, which is .^^enerally the rate 
applicable to the personal income of the assessee. Deduction ol tax at 
source at such lower rate avoids excess deduction, and. thereby, obviates 
the need subsequently ciairnine any refund. This lacilitv ol 
cerlirK‘ates dot-; not/ however, appear to have been widely used bv ttie 
assessec's as otherwise there would not have arisen such a large number 
of lefund claims. Perhaps the reason for this is that most ol the asses- 
sees are not aware of this system. We. therefore, supne.st that the 
Depart iiient. .'should oive r:n.lficieiithi leiile publicitt/ to this spstern and 
that the refund circles, in particular, should adnvse the reluridnes td 
obtain exemption certijicates, in fit cases. The erem/ption certificates 
should be issued freely* and they should be ra/id for a period oj at least 
three years. 

fi ^ S-v-ral witnesses urged before us that a statutory provision 
should be made in the tax laws for tlu' payment c>l reasonable interest 
" , . lo the assessees in cases ot delayed rclunds. Such 

"dfUr id a provision is intended to serve a iwo-lold puipose, 

nrunds first !v to bring pfi'ssurc on iiie Depai tmcnt tor ex- 

pediting issue of refunds to the assessees. and si'com ly. in cases whi'ie 
the Di'partment fails to do so. to cc'innensat'' the assessees for the loss 
of the use of the funds legitimately belonging to them. 


6. ft. Similar suggcsiioni had bi'cn made on eai'lier ocea'-:ions also. 
The Irieomc'-lax Investigation Commission had recommended that t.he 
Govornnien! shmihi nav micrf'-O at ion d' rc c(wi. on all cbrect refunds 
delaved bevond six months from ihe receipt of tne relund apnlication 
unh'ss the 'annheant was himscli mamlv i-espunsiblc for the dciav, and 
on other refunds resulting from appellate and revisionary ordco's. if 
these wcie d<d.ived hcvorid ihr.''‘ mnnihs rte'n the date of the order 
which necessitated the refund. The T.axation inquiry Commission, how- 
ever. did not • \r)i'c>s anv onsitive ('Dinion on this suggestion uri'suTnably 
because it felt that The various administrative rnea.surt'S suggested by it 
would expedite the disonsal of refund claims and thereby eliminate the 
necetisily for the grant of any interest. 


6.9. We do not disnult' the view that the problem of delayed refunds 
can best be solved through adequate admmistrative measures, but un- 
forlunatelv the p’-obicm continues to exist in spite of such measures. 
The oflicers arc at present required to dispose of direct refund claims 
generally within three months of the receipt of the claim, and to give 
refunds resulting from appellate or revisionary orders etc. normally with- 
in one month of the receipt of the order. Certain statements and returns 
have also been prescribed fer submission to the higher authorities show- 
ing oases of refunds delayed beyond the normal periods and the higher 
authorities are required to enquire into the reasons for the delay and 
take necessary steps for obviating it. However, as has been pointed out 
by as earlier,' there is quite a large number of refund claims which are 
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paid m 
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ril Much of the indidei-ence 

fow'r-d cuiick dispi-sal of refund aP» -.vas pivem tc) them 

-au ^ {::r ’ nfund Fo,. W-poses^ot mea- 

surinp the work-load as also they^ o'-^ i Olli- 

fund is at m-estmt placed in the n'.fnml work and con- 
fers have a natural inchnation hnca c s disno.sal o( retund 

cenPalma on work_of ^'‘-her cajepci.v^ relations unth the 

claims is an important present should, in our vie 

Zcn^^oml oT'rSund appIication.s-. 

■ ei2 We were also told that tlK-cht^^ of 

,:.„s„uu Ihni 

neous issue of a^e entitled to the it fund, _ 

claims and be satisfied that the if the delay in settling the 

Department cannot obvious y from the claimant in the scrutiny ot 

claim arises for want cases, a written intimation t^^tould he 

his claim. We suggest that tn srwh cm ^^^^icment of his claim for 

sent to the claimant warning him tnai 
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refund is being held up on account of his noncompliance with the Departr- 
ment's requirements (which may be specified therein) and that no in- 
terest will be payable to him, for the consequent delay in the issue OT 
refund. 


REFUNDS AND DIVIDEND TAXATION 


6. la. The system of dividend taxation under the Indian Income-tax Act 
which income-tax in respect of dividends received by the 
shareholders of a company was deemed to have been paid by the com- 
pany itseil on behalt ol its shareholders was found to be very complicated 
and laigely responsible lor the difficulties and delays in the settlement 
of claims lor retunds arising out of the excess taxation of dividends at 
source We had. therelore, invited, through our Questionnaire, sugges- 
tions for simphtymg the prc.sent methods and procedure of taxing 
dividends. In the meanwhile. Government themselves have introduced 
cmtain lundamenlal changes m the scheme of taxation of companies and 
their shareholders through the provisions of the Finance Act, 1959. 

fi.l4. IJndi'r the new scheme the legal fiction of deeming the income- 
tax paid by the company as having been paid by it on behalf of the 
snarcholders and the cpmplicaied process of grossing up the dividends 
lot determining the amount of such income-tax in the assessments of the 
shaieholdeis have been abolished. Tax liability of the shareholders will 
not now be related to the tax borne by the companies and the dividend 
incomes received by them will be directly taxed in their hands The 
companies are however, required to deduct lax at prescribed flat rates 
Ircim the dividcmds distributed and pay it to the Government. This tax 
will be re-imbursed to the shareholders at the time of their assessments 
m the same way as is done in the case of tax deducted from interest on 
Securities. In order to avoid inconvenience to small shareholders who 
are either not liable to pav any tax or the amount of tax payable by whom 
IS less than that deducted by the companies at the prescribed rate, a pro- 
vision has also been made for issuing exemption certificates to them. 


fa. In. By and large, the new .scheme has been welcomed as a positive 
step towards the simplification of the system of taxation of companies 
and their shareholders The Federation of Indian Chambers of Commerce 

and Industry has. in its Memorandum entitled “Finance Act 1959 The 

New Scheme of taxation of companies and treatment of dividend income 

--luitionalisation of taxation structure and administration”, welcomed 
ihe new scheme as a ‘move towards simplification and rationalisation of 
company taxation and according to it the new scheme “will avoid the 
‘'■‘'solved in assessments, remove, to a large extent the 
difficulties of both assessees and the Department and also save them 
rnuch time and trouble”. The new’ scheme has come in for some criticism 
also, ft was pointed out that it would involve an increase in the incidence 
of taxation on the companies and their shareholders. The question of 
incidence of taxation is obviously outside aur terms of reference It 
has also been represented that, under the new scheme, the dividend* 
paai out of the accumulations of the past profits, the dividends paid t® 
preteience shareholders and those paid in respect of inter-corporate 
holdings would be very adversely affected. But these are all matters 
connected w’lth the incidence of taxation, and. as such, they do not fall 
within our terms of reference. We, however, find that an assurance ha* 
been given by the Finance Minister while replying to the debate on the 
Finance Bill in the Lok Sabha on 12th March, 1959 to the effect that 



13 » 
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as well. The grossing '^P uSr the old scheme. It will now be a 

and cumbersome process it was und . JJ^^ciuld be required to be done 
very simple matter inasmuch deducted from dividends to the net 

will be to add the amount of ^f^^Deducie scheme 
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(ii) The Department should collect information regarding the com- 
panies declaring dividends in each year and, from the re- 
turns to be submitted by the assessing officers, see that all 
such companies are assessed to tax. 

(iii) Officers assessing the companies should check, at the time of 
assessment, that the taxes deducted by the companies from 
dividends have been duly paid to the Government. 

6.18. The new scheme will, however, be operative only for the divi- 
dends declared by companies in respect of any previous year relevant to 
the assessment year 1960-61 and later assessment years, and the old scheme 
will continue to be applicable in respect of the other dividends. We 
understand that in order to avoid delays in the disposal of refund 
claims involving dividend income, instructions had been issued to the 
officers to gross up the dividends provisionally on the basis of either the 
company’s certificate or the previous ‘grossing factor’ subject to revision 
later when the correct percentages of taxed funds out of which dividends 
have been paid become known. Such provisional grossing up, in our 
opinion, considerably mitigates the hardship caused, particularly to the 
small refundees, by the delayed issue of refunds. We, therefore, suggest 
that so long as grossing up is necessary^ settlement of the refund claims 
involving dividend income should not be kept pending for want of the 
relevant correct 'grossing factor’ and that the claims should be disposed 
of provisionally on the basis of either the latest 'grossing factor’ pre-- 
viously adopted for the company concernedy or the 'grossing factor’ that 
may be ascertained from the company’s certificate, whichever is more 
appropriate in the circumstances of each case, A record of the claims 
where dividends have been so provisionally grossed up should be main- 
tained and if on receipt of the particulars regarding the releimut 'gros- 
sing factor’ it is found that excess or short refund has been given, the 
refund order may be rectified under Section 35 of the Income-tax Act. 

OTHER REFUNDS 

6.19. There were also frequent complaints of delay in giving refunds 
resulting from reduction in the amount of taxes on appeal, reference, 

Refunds due to rectification or revision. The officers were said to be 

appellate generally indifferent in giving immediate effect to the 

decisions etc. appellate orders etc. and issuing the refunds due to the 

assessees. This tendency was reported to be more pronounced in the 

latter part of the financial year when the payment of refunds was said 
to be generally withheld in order to achieve, or even exceed, the ‘collec- 
tion targets’. In the absence of relevant statistics, we are unable to 
assess the extent or justification of these complaints. We, however, un- 
derstand that the Central Board of Revenue has already taken admini- 
gtrative measures to correct such tendencies, if any, and to ensure that 
such refunds are normally issued within a month of the receipt of the 
orders concerned. We feel that such measures coupled with our re- 
commendation that interest at six per cent should be paid in cases of 
delays beyond one month will solve this problem. 

6.20. Complaints were also made to us that in cases where the taxes 
paid by the assessees in advance under Section 18A of the Income-tax 

Refund of excess Act were in excess of the amount of taxes due on 

advance payments the returns of income filed by them, their assess- 

ments were not finalised quickly and the refund of excess payments to 
them was usually very much delayed. An intelligent use by the assessees 
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r&^^enTiruS'^^^ 

to STStiJ^Znc^d in ArtfTSctCao 

merit is made under Section MB of pay interest at 

tax payable, or, alternativ ^ t cjate of tho filing of the 

fi 91 Tt was also Dointed out to us that great inconvenience was caused 
to the assessees not only by the delay in 

ments but also by the insistence on payment of other tax ^ 

out taking into account the excess advance payments ^ n to 

therefore suggested to us that the assessees should have the option to 
adlS such ?lcess advance payment against other tax demani^j 
believe that the suggestions made by us m see no 

L tZnS: iiTat Jnr^ZTln^r:^. 0&"sXueTaS 5.h.r 

to finalise the assessments within three months or give provisional re- 
funds Wherever the assessees desire such adjustments, the Income- 
Sicens Zm not en/orce collection of the othor to^Xo:"^^^^ 
the amount of the excess advance payment 
until regular assessments are madu when the amount 
advance payment refundable to the assessees unll be 
■F,nn) remilar adjustment made in the accounts. In cases where tne asses 
Z'Se alattZlheJelnes of this facdit,,. 

payment of interest from the date the desired adjustmem is made. 
DOUBLE TAXATION RELIEF 

6 22 Our attention was also invited to the difficulties experienced by 
the assessees Tn obtaining refunds resulting from d^ble taxatmn ^ 
The difficulties are mainly in respect of the time limit for filing clai . 
and the time taken in their settlement. 

fi 23 Under Section 50 of the Income-tax Act and also in terms of the 
doubS'tSaUon rS agreements with other countries, claims for relief 

" ‘iavc To be liled® Within a period PUaXr^lhTexnSt 
limit the financial year commencing next after the expi^ ot me r^ 
levant ‘nrevious year’. This period coincides with the general 
!ff fnur^vears nricribed for the finalisation of assessments and is even 
Qhort of the time available for completion of certain assessments 
SeSnS whirare talifated under Section 34 of the Act Jn cases ^re 

tSTs™eS?es ar\i'’ffw1th Imlfti^ flUng claims tor double taxation 
relief Sn the prescribed time. Further, even if the MSessment « 
made in India before the expiry of the four years M 

the claim, assessment in the other country may not be so completed 
an assessee may not be able to determine the quantum of his “'Come 
which has b™en taxed in India as well as in the foreign country and ^ 
extent of the relief admissible to him in respect of such income, before 
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the time-limit for filing the claim expires. The Department has sought 
to solve these difficulties by allowing the assessees to file provisional 
claims within the prescribed time-limit to be supplemented later after 
the assessments are finalised. In consideration of the practical difficulties 
commonly experienced by the assessees in filing the claims within the 
time-limit as at present prescribed, we agree with the Income-tax Investi- 
gation Commission that “it is desirable to amend the law itself rether 
than to supply palliatives by means of Departmental circulars, which, in 
some measures, leave discretion to the Departmental officers even in 
cases of recognised hardship”.* Wc, therefore, suggest that in cases 
where the claim for double taxation relief cannot be filed within four 
tjears from the expiry of the relevant assessment year on account of non- 
completion of the assessment whether in India or in the foreign country 
within such time, the claim may he allowed to be made within one year 
from the date of assessment either in India or in the foreign country, 
whichever is later. We also feel that in cases uihere the claims are filed 
beyond the permissible tinie-lmiits and are thus teclniiccilly tiTne^hairedf 
the Commissioners of Income-tax should, in deserving cases, condone the 
delay or extend the time for fding the claims where circumstances war- 
rant such condonation or extension. 


6.24. It was brought to our notice that several difficulties were being 
experienced by assessees in obtaining certificates of asses.sments from 
the taxation authorities in certain foreign countries, notably Pakistan 
and Portuguese East Africa, with the result that the asse.ssees were not 
able to file their claims for double taxation relief within the prescribed 
time and establish their admissibility. We feel that the suggestion made 
by us in the preceding paragraph to authorise the Commissioners to 
extend the time for the filing of the claims in deserving cases, would 
mitigate these hardships as well. 


6.25. We now consider the grievance made out with regard to delays 
in the disposal of these claims. There were 1275 claims for double income- 
Delavs in settle- rel’ef pending for disposal on 31st March, 1959, of 

ment of claims which 21 ’ 5 per cent, were less than one year old, another 
21 • 5 per cent more than one year but less than two years old and the 
remaining 57 per cent had been pending for more than two years. The 
amount of refund involved in these claims was rupees 889 lakhs, and 
the claims pending for more than one year accounted for rupees 733 
lakhs, i.e. more than 82 per cent of the total. This is a very unsatisfac- 
tory position and special efforts are necessary to see that the pending 
claims are disposed of expeditiously. 


6.26. With a view to avoiding hardship to the assessees in first paying 
the taxes fullv and then claiming refunds for double taxation relief, 
collection of the tax equal to the amount of estimated double income-tax 
relief is now, as a general rule, kept in abeyance until the claim is finally 
settled. Such taxes amounted to rupees 11 crores at the end of 1958-59. 
It is, however, i-elieving to note that the amount of such taxes has been 
steadily falling smee 1953-54 when these had amounted to rupees M 
cro)-es, as a result of the various administrative measures taken by the 
Department to settle these claims. We desire that more intensive efforts 
should be made by the Department in this direction. 


♦R port of the Income-tax Investigation Commission, Para 882, Page 129. 



6.27. The main reasons for the delay in the settlement of these claim* 
are non-completion of the relevant assessments in the foreign country 
concerned and non-availability of the certificates of foreign assessments 
with the result that the amount of relief due to the assessees cannot be 
determined. These factors hamper, to a larger extent, the efforts of 
the Department to settle the claims quickly. The assessees should, there- 
fore themselves make efforts to get their foreign assessments completed 
quickly, and the mere fact that the collection of the taxes equal to the 
probable amount of the relief is kept in abeyance should not lull them 
to coinplacency. Attempts should also be made to tesolve these 
culties in consultation with the foreign governments, wherever possible. 

6.28. In order to avoid the necessity for claiming refunds of double 
taxation relief and the hardships attendant thereto, more and more 

Avoidance oi countries are concluding bilateral agreements for 

doub'c taxaiion avo' dance of double taxation. The Government of 

India have also entered into such agreements for avoiding double income- 
tcix with a nurnb0r of countries such as Pakistan, Ceylon, Sweden, IJ.S.A., 
Japan, and for the purposes of avoiding double Estate Duty taxation, 
with UK Negotiations for concluding similar agreements with several 
other countries like. United Kingdom, West Germany, are in an advanc- 
ed stage It has been urged before us that the Government should con- 
clude "such agreements with as many countries as possible. We fully 
endorse this desire. 


6 29 Certain difficulties have, however, been pointed out to us in 
respect of the implementation of these agreements. It was brought to 
our notice that the “twm-man” Committee constituted to arbitrate in case* 
of disagreement between India and Pakistan regarding the allocation of 
Ihe income chargeable to tax in either country had not been functioning 
satisfactorily with the result that many cases were pending for decision. 
The Goiter nment should^ in our view, take special steps to ensure that 
the. "two-man” committee meets regularly and decides cases of disagree- 
7nent. 

6.30. Another difficulty brought to our notice was in respect of the 
time for which the collection of tax demand equal to the estimated 
amount of abatement available under the provisions of the agreements 
was kept in abeyance pending the production of the certificate of asse.s- 
sment from the foreign country’. Where the total income assessed and 
the rate of tax levied in the foreign country are not known so as to enable 
the determination of the amount of abatement admissible in the Indian 
assessment, the collection of the tax equal to the estimated abatement 
is kept in abeyance for a period of one year within which the nssessee 
should produce the certificate of assessment in the foreign country. This 
period can be extended by the Income-tax officer at his discretion in the 
circumstances of each case. The right to abatement is extinguished, if 
the certificate of assessment is not produced within the time allowed- 
It has been represented that the period of one year is too short and a 
mere discretion to the Income-tax Officers to extend the time does not 
afford a sufficient safeguard for the assessees whose assessments are 
usually delayed in the foreign countries or who. for no fault of theirs, are 
unable to secure the cert ificates of assessments from the foreign countries. 
We have already referred in para 6.24 to the difficulties caused to the 
assessees on account of the non-cooperation of the authorities in certain 
foreign countries. Collection of rupees 54 lakhs of income-tax, which 
lepresents the estimated abatement admissible to the assessees, had been 
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keot in abeyance at the end of 1958-59 in 153 cases for more than twa 
vparq for want of production of certificates of assessment 
foreign countries, chiefly Pakistan and Portugese East Africa. Figures 
SowfL th? number of assessees and the amount of abatement lost to 
them because of non-production of the certificates of assessment m fi™® 
irnot avaUaWe to us. In order to meet the legitimate difficulties of 

Ihe assessees, we suggest that either a ^hfcert 

torilv extend the time-limit of one year for production of the certijicaie 

of foreign assessment or the Government .""“f t^Ts^sefseS 

able provisions to safeguard the interest and rights of the assessees. 

PAYMENT OF REFUNDS 


6 31. Taxes refundable to the assessees are generally paid back to 
them through Ref und Order which can be encashed either at a Treasury 
or a branch of the Reserve/State Bank of India, as may be specified in 
it Complaints were made to us about delays in the issue of Refund 
Orders even after the assessees’ claims to refund had been settled and 
orders determining the amount of refund had been passed. We do not 
see any reason why the Refund Order should, not be issued immediately 
after a claim to refund has been settled. It was also brought to our 
notice that in a number of cases difficulty had been experienced in the 
encashing of Refund Orders on account of various defects in their 
writing, such as: 

(i) over-writings and corrections were not attested with full 

signatures of the Income-tax Officer; 

(ii) the amount of refund as given in letters did not agree with that 

given in figures; 

(iii) the branch of the Reserve/State Bank of India or the Treasury 

was not correctly indicated; 

(iv) the name of the payee was not correctly given, and so on. 

The Bank or the Treasury refuses to make payment on such defective 
Refund Orders. Besides, the advice notes which contain an intimation 
about the issue of Refund Orders, are understood to have not always 
reached the Bank or the Treasury before the Re^nd Orders are pr^ 
sented for encashment, although the Income-tax Officers are required to 
send the advice notes simultaneously with the issue of the Refund 
Orders. The result is that the assessees have to wait for encashment 
until the advice notes reach the Bank or the Treasury. 


6.32. The various lapses referred to above only indicate carelessness 
and indifference on the part of the officers. Though these appear 
ordinary and trifling mistakes, these have a very adverse effect on public 
relations. We, therefore, desire that strict instructions should he issued 
to all officers to avoid such lapses, 

6 33. One suggestion made to us was that the refunds should be issued 
in th- form of treasury cheques and thus do away with the issue of advice 
^dvice notes are a very effective check aeainst attempts at fraudu- 
Uryfiy obtaining payments for Refund Orders from the Bank or the 
Trea<=ury. For reasons of security of government funds, we are not in- 
r*]in^d to accept this suggestion. However, in order to a7)oid hardsnip w 
the as^^es<iees, toe suggest that the currency of the Refund Orders should 
h/7 n (79 *foT treasur'^f chegues, i.e. three vtonths instead of one 

xohich obtains at present 
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6.34. It was also brought to our notice that several assessees, parti- 
cularly those who had small income or who did not have any bank ac- 
count found if difficult to encash the Refund Orders from iRe Treasu^ 
or the Bank. It was, therefore, suggested to us that the refunds should 
be paid to such persons in cash or by postal money order. We under- 
stand that refunds can even now be sent by money order at government 
expense, if the refundee finds it convenient. This facility, however, 
does not appear to be widely known to the public. We have sugge.stcd 
in the Chapter on Collection and Recovery the opening of cash counters 
in the tax Wees to facilitate the payment of tax dues by small 
assessees These cash counters can also be utilised for giving refunds 
of small amount in cash. We, therejore, suggest that when a refundee 
makes a request for the payment of the refund to him 
he mid to him either in cash at the cash counter or remitted to him by 
postal money order, provided that the amount of refund does not exceed 
Rs. 250/-. 

6 35 Refunds due to the estate of a deceased person present a special 
difficulty in that their payment is '^’^hheld until certificate of s«cce3Si 
or letters of administration etc. is produced by the legal heirs^ it usu y 
takes a considerable time and also involves quite More- 

obtaining the succession certificate or letters of , Viaira 

nvpr in some cases immediate payment of the refunds to the legal 
may be S“LSable financiaUelp. We are therefore of opmion that 
when there is no dispute amongst the legal heirs the refund 
Zt!?e ofZ decmsed Siould be paid to his son! widow or other legal hens 
S. an indemni.!, bond and . oitbou; re gumng <1.. 

production of succession certificates or letters of administraUon etc. 
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CHAPTER 7 


EVASION AND AVOIDANCE 


INTRODUCTORY 


Under our terms of reference, one of the main objectives required 
to be kept in view is the elimination of tax evasion. Although our recom- 
mendations in the other Chapters iiave l>een made keeping this objective 
in view, we shall, in this Chapter, discuss the problem of tax evasion and 
avoidance in all its aspects and suggest specific measures for checking 
them. 


7.2. Tax evasion and tax avoidance are neither new nor peculiar to 
Universility of the India. They constitute a problem tohich^is preimlent 


problem 


in almost all countries. As early as 1920, the Royal 
Commission on the Income Tax in the United 


Kingdom drew attention to the existence of tax evasion in that country 
and expressed its views on it as under; 


“That evasion of income-tax exists at the present time is beyond 
question. The citizen who is deficient in public spirit has 
always aimed at paying less than his fair share of the nation’s 
expenses, and it is safe to assume that he will always continue 
to do so. This may be said of every tax, but it is especial^ 
true of the income-tax ”* 


The position in the United States of America also appears to be the same. 
In 1936, it was found that efforts at avoidance and evasion were wide- 
spread and amazing, both in their boldness and in their ingenuity. A 
Joint Committee on Tax Evasion and Avoidance was, therefore, appointed 
to investigate the methods of evasion and avoidance of income, estate 
and gift taxes, and recommend remedies for the evils. In this connection, 
the following extract from a later publication dealing with this problem 
will be of interest; 

“the list of those successfully prosecuted represents a wide variety 
of economic pursuits. Perusal by the author of the cases con- 
sidered for prosecution during one monthly period indicated 
that the taxpayers had been engaged in such diverse occupa- 
tions as yarn dyeing and bleaching, architecture, optics, steel 
casting, hardware, cotton planting, retail coal, retail clothing, 
manufacture of dog food, highway construction and tatooing. 
Although this list did not contain any professional men, 
nevertheless they are well represented in the roaster of tax 
evaders. TTiis is particularly true of doctors; there have 
also been cases involving dentists, accountants and some 
lawyers. Many defendants have been individuals of out- 
standing reputation in their respective fields; .some have been 
civic figures. Tragically enough, for the overwhelming 


*Rep»rt of the U. K. Royal Commission on Income-tax (1920) P*ra 625, page 1.S5. 
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majority, the tax violation has been the first blemish on other- 
wise unstained careers.”*^^ 

The situation in France is not different. In fact there is a widespread 
impression that tax evasion is higher in France than in most others. In 
the year 1951 , lax evasion in France was reported to be near about 609 
billion francs.'^ Similar conditions exist in other countries also. 

7.3. A distinction is generally made between “avoidance*' and “evasion** 

, oi' tax. The term tax avoidance is taken to refer to 

^‘avoidance” and arrangements oy wriich a person, acting within the 
‘"evasion” letter of the law, reduces his true tax liability, 

infringing, in the process, both the spirit and the intent 
of the law. Courts of law have upheld the right of a taxpayer to secure 
reduction in his liability by making use of the loopholes in the law and 
tax avoidance, therefore, has acquired legal sanction and is not regarded 
as disrespectable. Evasion, on the other hand, denotes downright 
defrauding of revenue through illegal acts and deliberafe suppression or 
falsification of the facts relating to one’s true tax liability. Whatever be 
the method an assessee adopts — whether it he avoidance or evasion — the 
consequence of his action is the same, viz., loss of revenue to the State 
and an increase protanto in the burden of tax on the other tax payers 
who do not resort to such practices. In this context, we cannot do 
better than quote the following observations made by President 
Roosevelt in his message to the U.S. Congress in 1937 : 

“Methods of escape or intended escape from tax liability are many. 
Some are instances of avoidance which appear to have the 
color of legality; others are on the border line of legality; 
others are plainly contrary even to the letter of law. All 
are alike in that they are definitely contrary to the spirit of 
the law. All are alike in that they represent a determined 
effort on the part of those who use them to dodge the payment 
of taxes which Congress based on ability to pay. All are 
alike in that failure to pay results in shifting the tax load to 
the shoulders of others less able to pay, and in mulcting the 
Treasury of the Government’s just due ”t 

7.4. The methods that could be adopted for combating avoidance are 
different from those required for eliminating evasion. Avoidance could 
be checked only by plugging the loopholes in the law and by a careful 
drafting of all new legislation. Evasion, on the other hand, has to be 
fought by making the enforcement machinery stronger and stricter in 
its administration and by the levy of deterrent punishment whenever a 
tax-evader is caught. It is quite ^likely that, in the process of tracking 
down cases of evasion, some inconvenience is caused to the assessees but it 
is inevitable under the circumstances. While the dishonest should not be 
allowed to escape, the Department should, at the same time, so conduct 
itself as not to create an impression in the minds of honest assessees that 
their words are not believed and that they are subjected to needless 
harassment. 


* Current TesueR in Federal Taxat ion — The American University Tax Institute Lectu res 
(1948), Vol. I, page 269. 

** The French Fconomy and the State ( 195 ^) by Warren C. Baum. Page 143. 
t Hearings before the Joint Committee on Tax Evasion and Avoidance (i 937 ) — 2 - 
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7.5. By the very nature of things, it is difficult to ascertain accurately 

the extent of tax evasion. In no country has it been 
Extent of evasion possible to do SO and the difficulties involved in the 

process have been acknowledged by the various 
enquiry bodies, both in India and abroad. The Royal Commission of 1920 
in the United Kingdom, as well as the Income-tax Investigation Com- 
mission (1947) and the Taxation Enquiry Commission (1953-54) in India 
have pointed out the difficulties in making a correct estimate of its 
magnitude. In 1956, Prof. Kaldor attempted to make an estimate of the 
extent of evasion in this country on the basis of certain tentative figures 
relating to national income supplied to him by the Central Statistical 
Organisation. According to him, the amount of income-tax lost through 
evasion amounted to between Rs. 200 crores and Rs. 300 crores for the 
assessment year 1953-54. As against this, the Central Board of Revenue 
was of the opinion that the tax evaded in that year would not have 
exceeded Rs. 20 crores to Rs. 30 crores. We may at the outset mention 
that, while tendering oral evidence before us, Prof. Kaldor stated that 
the estimate made by him represented the loss of tax not only through 
evasion but also through avoidance. This makes a good deal of difference 
as according to Prof. Kaldor, many of the expenses which are now allowed 
under the statute in the assessment of business income should not be 
allowed and he considers them all as coming under avoidance. It is also 
to be noted that the concept of “income"’ in the national income statistics^ 
is much wider than that under the Income-tax Act. Besides, Prof. Kaldor 
himself had made it clear in his report that his figures were merely tenta- 
tive and should be interpreted with great caution. On an analysis of 
the final figures of national income and the census of Indian manufactures, 
which are since available, we find that both the quantum of income esti- 
mated and the rates of tax adopted by him were very much on the high 
side. We are, therefore y of the opinion that the quantum of lax 
evasion, though undoubtedly high, is not of the magnitude indicated 
by Prof, Kaldor in his report, 

7.6. While the difficulties inherent in any attempt at estimating the 
extent of evasion should be obvious from the above, it cannot be denied 
that evasion has been in existence in this country for a long time and is 
prevalent at all levels of income. The Income-tax Investigation Com- 
mission had, in the 1,058 cases investigated by it, detected concealed in- 
come of the order of Rs. 48 crores. The tax and penalty levied in respect 
of this evaded income amounted to Rs. 29:42 crores. Concealed income 
amounting to Rs. 70 crores was disclosed by the assessees themselves under 
the Voluntary Disclosure Scheme of 1951 in 20,912 cases, and additional 
tax and penalty amounting to nearly rupees 11 crores was demanded on 
this score. Besides, considerable amount of escaped income is brought 
to tax, every year, iDy the efforts of the Department under the provisions 
of Section 34 of the Income-tax Act. During 1958-59, concealed income 
amounting to Rs. 31 10 crores was assessed in 27,343 cases resultincr 
additional tax and penalty of Rs. 15*64 crores under Sections 34(1) (a> 
and (b) of the Act. These figures clearly indicate the magnitude ol tne 
problem of tax evasion. 

7 7. Though evasion of tax is common to all classes of citizens 
jrrpspe live of the iiK'ome group to which they belong, opportunities for 
it vary according to the nature of income earned by them. For instance, 
in the case of salaries and interest on Securities, evasion is most unlikely 
because the tax gets deducted at the very source, before the income reaches 
the taxpayer’s pockets. On the other hand, opportunities for evasion are 
largest when the income is derived from businewi, proftition or vocatioa. 



149 




CAUSES OF EVASION 


7.8, It was stated by many witnesses that the prevailing high rates of 

taxation were one of the main causes for tax evasion. 
High rates of tax The high rates of tax in tlie top income brackets are 
said to be tolerated only because of the considerable 
evasion that takes place. While we cannot deny that the higher the rate 
of tax, the greater will he the temptation for evasion and avoidance, we 
feel that the tax rates by themselves are not to blame for the large 
extent of evasion in the country. Even if the rates of tax are reduced, 
evasion will still continue, because it exists at all levels of income. The 
evidence before us shows that tax evasion has never been the prerogative 
of the higher income groups but, as the stakes involved are larger in their 
cases, the tendency to avoid or evade tax is also greater. 

7.9. The complicated provisions of the direct taxes Acts, not all of 

which are easily intelligible, were also stated to he 
Comp’exity in tax laws responsible , to some extent, for tax avoidance and 
evasion. The average taxpayer has inevitably to seek 
the assistance of tax experts and their advice is not always disinterested. 
In fact it has been represented that some tax representatives aid and 
abet tax evasion. The measures to l>e taken to combal this problem are 
discussed later in this Chapter. The role of tax representatives and the 
ethics to be adopted by them are being discussed in the Chapter oh 
Administration. 


7.10. The inadequacy of the powers vested in the personnel of the De- 
partment was another reason pointed out as a cause 
Inadequacy of powers for tax evasion. The facts relating to income, wealt^ 
expenditure, etc., are known only to the taxpayer and, 
if he does not disclose all of them to the assessing officer, the task of the 
latter in determining the correct tax liability becomes very difficult. In 
cases where the taxpayer himself does not bring to light all the material 
facts, the assessing officers have to depend upon the powers given to them 
under the law for securing the information which they consider relevant. 
In this, the assessing officer is often fighting an unequal battle and some 
strengthening of his hands is necessary ensuring at the same time, that 
the powers vested in him are not exercised capriciously and that no harass- 
ment is caused to the honest taxpayer. 


7.11. 


Shortage of experien- 
ced personnel 


Another reason for evasion pointed out to us was the dearth of 
experienced personnel in the Department. ^ In t»ur 
opinion, the present strength of fully trained and 
experienced officers in the Department is not adequate 
even for dealing with the current cases. Many of the 
experienced assessing officers have been promoted as Assistant Com- 
missioners and this has depleted the strength of officers with the requisite 
experience for assessment work. In addition, there is a large backlog of 
arrears, which, because of the considerable time-lag, present oven 
difficulties than current cases. This time-lag is often utilised by 
unscrupulous tax-payers to manipulate their accounts, to destroy existing 
evidence or to fabricate new evidence — in short, to distort the true position 
regarding their tax liability. In quite a few cases, the assets are alienated 
or frittered away during the interval between the earning of the income 
and its assessmeht, and even if ultimately a demand is raised, its collection 
is rendered very difficult. From this, it seems to us that it will not be 
an exaggeration to say that the time-lag in completing th- 
Itself one of the causes for evasion. It is, therefore, necessary to hnve m 
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the Department sufficient numbers of trained and experienced personnel 
to cope with the current as well as arrear load of assessment and investi- 
gation tvork. Simultaneously the organisation and procedures of the 
Department should be so improved as to bring it to the highest pitch 
of efficiency. 

7.12. One iniporiant reason for the prevalence of evasion is stated to be 

that in actual practice no deterrent punishment like 
\bsencc of deterrent imprisonment is being meted out to tax evaders when 
punishment they are caught. Though the direct taxes Acts provide 

for prosecution and imprisonment in cases of conceal** 
ment and false statements in declarations, the Department has not, during 
tile last 1 0 years, got even a single person convicted for evasion. It is seen 
that prior to 1939, prosecutions were being freely resorted to in suitable 
cases. We feel that sinless it is brought home to the potential tax evader 
that attempts at concealment will not only not pay but also actually land 
him in jail, there could be no effective check against evasion. At present, 
a tax evader even if caught, has only to poy the tax sought to be evaded 
and a percentage thereof as» penalty. Though the maximum penalty 
leviable is 150 percent of the tax sought to be evaded, such a high penalty 
is rarely levied. Even the moderate penalties levied by the assessing 
officers are reduced to nominal sums by appellate authorities. Both these 
factors, the non-resort to prosecution and the non-levy of deterrent 
penalties have, no doubt, encouraged the growth of evasion. 

7.13. Another reason for widespread evasion is said to be the secrecy 

provisions of the direct taxes Acts. At present, the 
Lack of publicity Department is statutorily prohibited from disclosing 
any information relating to a person's return or assess- 
ment, excepting to specified authorities like Central and State Govern- 
ment authorities. Courts of Law and Reserve Bank for the limited 
purposes mentioned in the Acts themselves. Thus, even if a tax evader 
is caught and penalised for concealment, he can keep it as a secret from 
every one and thereby escape the odium. The pressure of public opinion 
ts a major deterrent against any offence and, in our opinion, if the 
secrecy provisions are relaxed even to a limited extent, they will go « 
long way towards checking tax evasion. 

7.14. Yet another reason which we consider is of considerable 

importance in the case of retail trade is that, in an 
Evasion of Sales Tax attempt to evade sales tax, the total sale figures are 
often considerably understated. Generally speaking, 
the income-*tax payable in such cases is much less than the sales tax 
payable and their attempts are intended primarily to evade sales tax by 
not recording the correct sales and avoiding i.ssue of cash memos. The 
purchasers also do not insist on the issue of cash memos, as they do not 
have to pay the sales tax and hence get the goods at a lower price. By 
suppressing sales, a trader not only defrauds the State Government of 
the sales tax due to it but also the Central and the State Governments 
of their share of income-tax. Another result of this practice is that it 
makes it difficult for the honest trader to continue in business. 

7.15. Certain moral and psychological factors have also been pointed 
out as responsible for tax evasion in the country. Unfortunately, all 

citizens do not realise their duties to the State end 
Moral aad piy:’io!ogi- the necessity of paving the correct amount of taxes 
cal factors and paying them in time. Only a reformed moral 

outlook and the development of better civic con- 
science can improve matters in this respect. 



7.16. We also feel that the Department is no less responsible for the 
present state of affairs. It has been said, and not unjustifiably, that even 
when the assessees return correct income, wealth, etc. and produce evidence 
in support, the assessing officers do not always accept them. Because of 
this attitude of the Department, it is said that assesses, sometimes, under- 
state their income, wealth, etc. in returns. This mutual distrust creates 
a vicious circle which has got to he broken, and it should he broken by 
the Department. For this purpose, the Administration has to take the 
initiative and trust the assessees and conduct itself with a high sense of 
justice and /airplay. If it does so, we believe, the present hostility of 
the tax paying public will largely disappear and that it will give place 
to a growing sense of mutual trusd and co-operation between the Depart- 
ment and the assessees. 


7.17. Lastly, it has been stated that lack of requisite integrity in some 
of the officers of the Departmeni is partly responsible for tax evasion. 
We cannot over-emphasise the necessity for the officials of the Depart- 
ment maintaining the highest standards of honesty and lectitude. In the 
Chapter on Administration we have commented on this matter in some 
detail. Here we would only stress that not only .should the departmental 
officials be honest but they must also be above suspicion and that they 
should so conduct themselves in their private as well as official life that 
no wrong motives could be attributed to any of their actions, 

METHODS OF ENQUIRY AND INVESTIGATION 


7.18. In the preceding paragraphs, we have considered the extent of 
evasion and avoidance and the various factors responsible for them. We 
shall now proceed to examine the adequacy of the present methods of 
investigation and the agencies of the Department employed in checking 
evasion as well as the changes required to be made. 

7.19. In addition to the information received from assessees and others 

in accordance with the statutory provisions of the 
External Survey direct taxes Acts, a variety of information is collected 
by the Department through ‘external survey’ as well 
as ‘internal survey’. The former consists of door to door survey of cities 
and towns and even large villages by the Inspectors ol the Department 
at periodical intervals, usually once in three years. Inlormation is also 
gathered by the Department from the records of the municipalities and 
corporations regarding the construction of new, propcj ties, from the 
registration, offices in respect of transfers of properties and Irorn other 
Government offices such as sales tax, customs, excise, railways etc. 
regarding the commercial transactions of various kinds. From the 
statistics supplied to us, we find that, as a result of external survey in 
the last two years, about 50,000 to 60,000 new assessees have been brought 
on the income-tax registers each year but they are mostly in the small 
income group and the total annual demand raised in those cases is only 
of the order of Rs. 50 lakhs. However, considering the recent lowering 
of the minimum taxable limit to Rs. 3.000 and the large scale development 
•f the country’s economy, we feel that the number oi new assessees 
brought in as well as the additional revenue raised is far from adequate. 
Many witnesses, official as well as non-official, have also expressed the 
view that large number of persons who have got assessable incomes have 
still not been brought on the income-tax registers. We are of the pinion 
that more importance should be given to this work by reorganising the 
Survey Circles and augmenting the staff in them. With a view to secur- 
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Government departments and quasi Government bodies to communica^ 
information to the Collation Branch of the Department. In view of the 
reorganisation of the Directorates which we are suggesting, we recom- 
mend that this Branch should he placed under the control of the Direc- 
tor of Investigation and Intelligence. For ensuring better supervision and 
control, it should be placed directly under a Deputy Director of Inspec- 
tion instead of an Assistant Director as at present. We also understand 
that the system of communicating information and varification is n^ 
functioning very satisfactorily, because in many cases the tear oft 
acknowledgement portion of the Intimation Slips have not been return- 
ed by the assessing officers to the Collation Branch owing to pressure of 
other work. The situation has to be remedied. It should be the respon- 
sibility of the Inspecting Assistant Commissioners to see that the in- 
formation received from the Collation Branch is utilised properly by the 
assessing officers. 


7 2r» In the Chapter on Assessments— Procedures, we have emphasised 
the desirability of concentrating cases rccjuiiing 
Soccia! circles detailed investigation in Special Circle:; under the 

charge of experienced and competent officers. There 
are at present 28 Special Circles in the various Commissioners’ charges and 
these should continue. Further Special Circles may also be created, as 
and when necessary. We, however, wish to suggest wrtam improvements 
with regard to their functioning and control. These Special Circles are at 
present under the direct control of the Director oi; Inspection (Investiga- 
tion) so far as the technical work of making investigations arid assessments 
is concerned but for all other matters including recoverv of tax, filing oi 
appeals and references, they are under the control of die teiutoruil Com- 
missioners of Income-tax. It was pointed out that this duality of control 
over these Circles militated against their efficient functioning. Consider- 
able dissatisfaction was expressed before us, both by the assessees and by 
the' Departmental Officers, even in regard to the technical control at 
present exercised by the Directorate over those Circles, as such contro 
was rather remote and mainly through correspondence. We suggest that 
m order to make for better guidance on the spot, greater utilisation of 
local knowledge and more expeditious disposal of work the territorial 
Commissioners of Income-tax should be made responsible also for the 
control of the technical work including investigation and ^sessment, 
done in these Circles. The assistance of the Officers of the Directorate 
should still be available, if investigations are required in cases of con- 
cerns having branches or connections all over the country or m those 
which present peculiar difficulties. 

7 27 The two Central Commissioners’ charges at Bombay and Calcutta 
were created in 1939 and 1941 respectively with the 
The Central Commis- object of undertaking detailed investigations in ca.ses 
Stoners of Income-Tax of big assessees having large business activities 
all over the country since the ordinary territorial 
officers could neither have the time nor the specialised trainmg 
necessary for the intensive investigation required m such complicated 
cases "rhe assessing Officers in these charges have no territorial 
jurisdiction but have jurisdiction over the cases specially assigned to thena 
by the Board under Section 5 (7 A) of the Income-tax Act. The assessment 
work in these charges is done under the close and continuous supervision 
of the Inspecting Assistant Commissioner and the Commissioner. These 
charges have proved quite affective in handling cases of tax evasion and 
we feel that they should continue. The arrear cases in these charges are 
however very large and as large amounts of revenue are involved, greater 
emphasis should' be laid on bringing the assessments uptodate. If 
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necessary, additional officers should be posted for this purpose. We also 
suggest that as soon as the investigations for the relevant period are 
coinpleted and the assessment brought uptodate, such cases should be 
re-transferred from the “Central” to the territorial charges and fresh 
cases requiring investigation taken over by the “Central . 

7.28. Following the recommendations of the Income-tax Investigation 
Commission, the Directorate of Inspection (Investiga- 
Directoratc of (Invcsii- tion) was ci ealed in 1952 for undertaking and co- 
gation) and Intelligence ordinaliii^' investigations in difficu]! and ct.)inplicatea 
cases of tax evasion. As also mentioned earlier, the 
main part of the Directorate’s work at present consists in the technical 
supervision and control of the 28 Special Circles spread all over the 
country. The Directorate also gives technical advice and guidance 
'regarding the methods of examination of accounts in special types of 
cases and co-ordinates the investigation work in the various Commissioners’ 
charges. In addition, it functions as the Vigilance Wing of the Central 
Board of Revenue for checking corruption and other mal-practices among 
the departmental personnel, 

7.29. We have already suggested in para 7.26 that the territorial 
Commissioners should themselves be responsible for the technical work 
of making investigations and assessments in the Special Circles. Further, 
in view of the importance of vigilance work in the Department, we 
arc recommending, in the Chapter on Administration, the constitution 
of a sonarate Directorate of Vigilance to be exclusively in charge of 
this work. These changes will,, no doubt, considerably reduce the 
presont work of tho Directorate, but we do not envisage its abolition. 
In our opinion, not only there is a continued need for such an organisa- 
tion to effectively co-ordinate the activities of the Department in check- 
ing tax evasion but that it should also function in a more positive way 
by itself gathering all usual information and directing the investiga- 
tional activities of the Department. We are, therefore, suggesting, in 
the Chapter on Administration, that the existing Directorate should, be 
reorganised into a Directorate of Investigation and Intelligence. 

7.30. One of the most important measures for checking evasion is to 
provide the assessing officers with useful ‘intelligence’ about the 
Lsessees. No doubt,^ some arrangements already exist for gathering 
such intelligence, but, we feel, that these are not quite adequate. 
In our view, the Directorate should organise, and be responsible for, the 
collection, collation and dissemination of all such information which 
will be useful in determining the correct tax liability of the asses,sees. 
For this purpose, it should keep in close touch with the various 
Ministries and Departments which have commercial dealings with the 
public particularly the Ministries of Commerce and Industry, Steel, 
Mines’ and Fuel, Works, Housing and Supply and Food. & Agriculture. 
It should also maintain contacts with the Directorate of Revenue Intelli- 
gence, the Enforcement Branch of the Economic Affairs Department, 
the Reserve Bank, the Company Law Administration, the Special Police 
Establishment etc. In addition, it should regularly gather market and 
economic intelligence, and information regarding fluctuations in the 
prices of commodities and shares, large deals of a rnonopolistic nature 
and blackmarketing, cornering of shares and commodities etc. ^ For this 
purpose the Directorate may have its ofUteers at various important 
commercial centres. This Directorate should co-ordinate the working 
of the Special Investigation Branches in the various Comm^sioners 
charges and also supervise and control the working of the Collation 
Branch. 
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7.31. As for the investigational work, the Directorate should not only 
coordinate the investigations carried on in the different Commissioners^ 
charges, but it should also render expert technical assistance 
in the investigations of specially complicated cases. It slhould 
constantly keep under review the techniques of examining 
accounts and discovering concealments and should explain to the 
assessing officers, from time to time, the various ways adopted by 
assessees for manipulating accounts and evading taxes and the methods 
to be employed for detecting them. We also recommend: that this 
Directorate as well as the Commissioners’ offices at Bombay, Calcutta, 
Madras, Delhi and Ahmedabad should be equipped with modern mechani- 
cal aids like the photostat machine for taking photostatic copies of docu- 
ments, the infra-red photographic equipment and the ultra-violet equip- 
ment for detection of obliterations, erasures etc. in documents. This 
Directorate should also arrange to get the technical advice of the 
Examiner of Questioned Documents, whenever required. 

7.32. One of the proposals suggested for our consideration was the 

constitution of a Board of Specialists consisting of 
Specialists non-officials to assist the Department in checking 

tax evasion. We found that opinion amongst the 
witnesses was divided as regards the feasibility and the usefulness of 
such an organisation. In our opinion, the establishment of a Board of 
the type proposed uwuld not be of much help in checking tax ^evasion.. 
For one thing, a sufficiently large number of non-officials qualified for 
this pui'pose is not likely to be available all over the country. For 
another, the taxpayers in general are not likely to welcome a probe 
into their affairs by non-officials, some of whom might be even their 
business rivals. In our view, the problem could be tackled best by 
Departmental officials experienced in the investigation work. Henc(\ 
^ve suggest that officer with proved efficiency and experience in. 
assessments of particular trades and industry should be appointed as 
specialists in the Directorate of Investigatiori & Intelligennce. These 
officers will make a specialised study of the different problems relating 
to the making of assessments in particular industries, trades etc., 
assigned to them so that they can give technical guidance to the assess- 
ing officers in the field. They will help in resolving the difficulties 
brought to their notice by the asse.ssing officers in respect of assessments 
in such trades and industries and, in important cases, where a Commis- 
sioner considers it necessary, even supervise the making of such assess- 
ments. They will also issue circulars regarding margin of profits, 
price trends, other developments and conditions in the industries and 
trades etc. having a bearing on assessments, and prepare monographs 
on assessment problems and procedures relating to the industries and 
trades allotted to them.. They should periodically visit the concerned 
factories as well as commercial centres and get first hand information 
regarding manufacturing processes, purchases and sales practices and 
such other matters as may be of use in the assessment of these trades 
and industries. For the present, we suggest that six Specialists may 
be appointed, one each for the following industries and connected trades : 

(i) Cotton textiles 

(ii) Other textiles including rayon, and paper. 

(iii) Sugar and connected industries. 

(iv) Iron & Steel and Engineering Industries. 

(v) Cement manufacture and building contractors. 

(vi) Mining and Quarrying, Petroleum and allied products. 
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,.33. Whe„, in 1954, ^^Ui. Court's judgents d-l.red fte 

Di^ctorn,. of Impertioo a,fd'‘thereV° provouted 

rSnecial Investigation) vires OI the Constitution, diia j F 

(specia Incometax Investigation Commiss on irom 

nroceedin^ with tlie investigations in the vast majority of . 

in STo ’ f 

limit for the reopening ol assessments have been 

than one lakh of rnpe» and 

concentrated m specially constituted circles ana cruidance and 

assessments in those cases are done under the imrncm 
supervision of the Directorate «f /n^Pcct onjSpecial 
We understand that a majority f •‘.'‘"^i.eetorate! which was set 

into and assessments finalised ^ud -wound up shortly upon the 

up as a temporary measure, is like y „„~pg tjiat once the Incoirie- 
finalisation of the rernaimng cases. ajonnsed of there is no need 

tax Investigation Commission cases are disposed of, 

;for a special body like this Directorate. 

7 34 Another suggestion examined by us was with regard to the 
7.34. Anornci ^ permanent organisation, similar to the 

A special Commission Incorne-tax Investigation Commission, to ca , 

‘fo: I: .vesiigation gg^es where .substantial evasion was suspwted. 
As mentioned in the preceding para the Income-tp' Investigation Com- 
m ssTon ^rr^dered ineffective when, in 1954, the Supreme Court, in 
^'series of iudgmenls, held the main operative provisions of the Act 
ennstitutinp 'the* Commission to be ultra vires ot the Cor^titution. One 
of the main reason? for the success of the Investigation Commission m 
detecting and establishing substantial concealments was "^^de Puwe . 
Sauted to it for making enquiries and gathering information. We find 
that sSeral of those powerl, uiz. powers for search and .seizur^e for 
imnounding books and documents, for obtaining mlormation horn bank 
em hiie bVen conferred upon the Income-tax authorities by the 
Fin'm?e Act 1956. V/e note that the Taxation Enquiry Commis.^on 
had exniessed itself in favour of the setting up of such a body. The 
Denartmental authorities were not at that time vested with the addi- 
Sonal powers enjoyed by the Commission, but Posffmn 

has now materially changed. In view of this jve "Jfher if 

advantage in constituting a separate investigating ^’^dy- „ 

anv such body with wider powers is again set up, its 

sis. rCvSc?meXr i?frd 

in the present circumstances. 


7.35. With a view t»impro«ngae^^^^ 

assessing officers in these charges work under the personal ^ida ce 
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and supervision of the Group Assistant Commissioners, who have con- 
current responsibility for conducting investigations and making 
assessments in the cases assigned to these charges. The Group Assistant 
Commissioners themselves chalk out the line of investigations in impor- 
tant cases and guide the assessing officers at every stage. Apart from 
other advantages, this system helps in checking evasion. In the Chapter 
on Administration, we are discussing the system in detail and recom- 
mending its extension. 


7.36. In the Chapter on Assessments— -Procedure, we have recom- 
Total wealth mended that all assessees excluding those who are 

statements liable to wealth-^ax and who, therefore, file their 

net wealth statements every year, should be 
statutorily required to furnish statements of total wealth once in four 
years. This measure would help the assessing officer to find out the 
growth in wealth during two fixed points of time and check it with the 
assessed incomes after allowing for the assessee’s personal expenditure 
and other outgoings during the interval. Since evaded income is 
seldom kept hidden for too long, it does come out in the form of some 
asset or other and hence this method is most effective. It was vadely 
adPpted by the Income-tax Investigation Commission, and under the 
Voluntary Disclosure Scheme also a wealth statement was invariably 
insisted upon for the settlement of a case. We may mention here that 
similai method is followed in the United Kingdom Where it is known 
as “Means Test” and also in the United States of America where it is 
called as Net W^ealth basis”. It is interesting to note that even in these 
countries this method is, of late, being resorted to increasingly for 
unearthing cases of evasion. We consider that it loould he one' of the 
most effective methods of checking tax evasion. 


7.37. Another suggestion made by us, in the Chapter on Asse.s.sments— 
Compulsory Procedure, is that auditing of accounts in all cases 

of busine,ss, profession and vocation, with total 
accounss incomes exceeding certain limits should be made 

compulsory by law. This measure also will facilitate detection of con- 
cealments and manipulation of accounts. 


POWERS 


7.38. We now discuss the powers of the assessing officers. At present, 
they can call upon assessees who have made returns of income, wealth 
etc. to produce itl person, or through duly authorised representatives, 
the evidence on which they rely in support of their returns. Once a 
notice calling for the return is issued, they can call for the production 
of any document and books of account relating to the year of account 
or the three earlier years. They also possess the powers of Civil 
Courts in regard to compelling production of documents, enforcing the 
attendance of witnesses and examining them on oath, and issuing 
commissions for examining witnesses. Further, Income-tax Officers 
can, on the authorisation of the Commi.ssioner, enter and search any 
building or place, seize books of accounts and make inventories, etc. 
In the following paragraphs, we examine if these powers require- 
strengthening in any respect. 

7.39. The Income-tax Act does not prescribe any particular method 

„ . ,. in which accounts of a business should be main- 

accounr fained by the taxpayers. The assessees enjoy full 

liberty in this regard. All that is required is that 
the accounts should be maintained as to reflect the true position of 
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the orofits failing which the assessing authorities are given the Power, 
unde^r the proviso to Section 13 of the Income-tax Act. to reject them 
and to determine the income on such basis as they may consider fit. 

7 40 A suggestion made to us was that all traders should be statu- 
tnrilv reauired to keep closed and adjusted accounts on mercantile 
basis We con,s'ider that such a provision is not capable of implemen^ 
taiion Z this stage. In the Chapter on Assessment-^Procedure, we 
have already recommended that the Department should examine the 

feasibility of prescribing certain minimum accounts and the type of 
accounts^to be maintained in respect of each trade, business or vocatio 
in the JarloS parts of the country. We believe that th.s suggest.^ 
will mitigate the difficulties of both the assessees as well as the 
assessing officers in this regard. 

7 41 Our attention was also drawn to the fact that the Department 
found in quite a few cases, that the account books produced were not 
renuiAe oSerbut duplicated books specially prepared with a view to 
understating the income. It was, therefore, suggested that some sort 
of compulsion should be brought to bear on the aspssees in the mattei 
of production of genuine and correct accounts such as forcing them to 
use onirSioks previously signed «nd stamped by the officials ol the 
Department We do noi consider that .such a scheme loid loork saU..- 
because putting^ identification 

the truth of the entries in the books and also that all tfie ousuiess 

transactions would be recorded in them. net fal^e 

danger that the identification marks might enable assessees to get ialoe 
books passed off as genuine. In our view, this suggestion is likely to 
do more harm than good and hence we do not recommend it. 

7 42 It was represented to us that the present powers of the Depart- 
ment for calling for and checking current books of 
Checking of current accounts were inadequate. Under section i,-. (4) oi 

account hooks the Income-tax Act, assessing officers have powers to 

call for the production of account books relating to the previous year 
relevant to the particular assessment year and those relating to three 
preceding years. It is desirable that, in special cases where manipuL - 
Son S accounts is suspected, assessing officers should have the powers 
to examine the current books of accounts also. 

current financial year could be summoned under section 37(1) ot ^e 
Incomitax Act, Imt a doubt has been expressed as to whether that 
•nower could be exercised when there are no proceedings periding under 
the Act We suggest that the position should be examined further and 
ihe statutory prZision suitably amended, if J^^s 5 

assessing officers to examine current accounts books ^ J 

suspected evasion. To avoid any inconvenience roAimTs 

would also suggest that, after obtaining the permission of the Cmnm^ 
sioner, the checking of the current accounts should be done in me 
business premises of the assessees. 

7 43 We also examined whether there was any need for modifying 
, ^ The present powers of the Income-tax Officers m 

Search and Seizure regard to the entering and searching ^ 

; ing or place and the .seizing of books of accounts or 

'other documents relevant for assessment purposes. These P^^ers were 
bestowed on the Income-tax Officers in 1956 “ by 

mendations of the Taxation Enquiry Commission. It ^as urpa y 
some witnesses that, as these powers had been exercised only in 
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small number of cases, there was no need for them and that they should 
be withdrawn. We do not agree with this view. The mere fact that 
these powers have not been resorted to in a large number of cases does 
not in our opinion, minimise their need or justification. We fmd that 
other revenue authorities like the officers of the Sales Tax, Customs 
and Central Excise Departments are vested with similar, and even 
wider powers. Such powers are essential for catching the tax evader 
and establishing beyond doubt the fact of concealment. As a rnatter 
of fact we feel that the Income-tax authorities are not making full use 
of these powers. This is perhaps due to the fact that the Department 
is not able at present, to obtain adequate intelligence about the 
activities of tax evaders. We hope that the measures which we have 
suecested in the earlier paragraphs for improving the methods tor 
obtaining such intelligence would rectify this defect, and would^ hcdp 
the Department to make fuller use of these powers. We are satisfied 
that vhe statutori/ provisions are, on the whole, adequate and no ma^oi 
chance is called 'for. We would only like to emphasise that in matters 
like this timely action is of utmost importance and hence it should ^he 
seen that the interval between the receipt of the information by the 
Department and the authorisation and exeeution of search t.s reduced 
to ^minimum. This factor is particularly important in the case of officers 
who £ire serving at out-stations. 

7 44 We understand that substantial amounts of concealed income 
and wealth are kept in deposits with the banks and 
Information from banks shroffs. Though the assessing ^ officers have the 
^ power, under Section 3B(5) of the Income-tax Act, 

to obtain information about such deposits, this power is available only 
in respect of such information as would be useful lor or relevant to any 
moteeSg under the Act. It was said that the power could, therefore, 
be exercised to obtain information only in respecl of a particulai person, 
and not for obtaining information about the assossees in genei al. It 
was therefore, suggested to us that as a mca.sure of checking evasion 
banks and shroffs should be statutorily required to furnish informahon 
regarding the persons making deposits above a specified amount. The 
rh'imb^rs of Commerc'e, in general, and the Indian Banks As.sociation, 

pfrticulfr, weTe ilnst this proposal. It WPS felt that such a pro- 
vkion would retard the development of banking m the enuntry and that 
n throw an undulv large burden on the banks. Apart from that, 

it was ilid that it was doubtful if such a provision would be as effective 
now"^ as it was When the Income-tax Investigation Commipion had 
obt'^unod such information from the banks. The provision at that time 
frnvod ofiSvc lai»"lY bocauso the tax eY.oiicrs were taken unawares 
fwfeB tf its newness and did not have an opportunity for re-arrangms 
their^affairs. Moreover, the implications ot the 

1 ncooccApc: Tnd therefore, it will not he dinicuit lor any 

oSHo get^round" it by either splitting up transactions or by resorting 
to other means. 

7 45 We appreciate the difficulties pointed out, but we feel a 

chance could be made in one direction, viz. that banks and other credit 

imtitutions should be required to give the ""Leveed 

cemstituents, the sum total of whose deposits or ® 

R<t one lakh a year. We are, however, not in a position to assess me 

volume of work that would be involved in the furnishing of 

aLZe, therefore, leone it to the Goner,me.t to arrwe at a final 

decision, after consulting the Reserve Bank of India. 


161 


7 46 Another suggestion considered by us was as to whether there 
(.40. Anorner sugg ^ statutory obligation requiring the 

Summoning information from Ljfg Insurance Corporation and other general in- 
Liie Insurance Corporation companies to furnish to the Department 

andigeneraimsurancecom- addresses of all persons taking 

^ ‘ life or general insurance policies for sums 

above a specified limit. Most of the witnesses .^hat such infor- 

mation would be useful in checking evasion but stated that the hmits 
should be fixed at a fairly high level, having regard to 
work and the burden it will throw on “jurance offices as we as ine 
Department. We consider that limits of Rs. lor ^ P , . ‘ • 

Rs.* 5 lakhs for general insurance policies would be reasonable in th^^ 
rp'S'ird We accordingly, recommend that Life Insurance Lorpo 
■r^ion' should be slatutorily required to furnish the ^ 

every person taking life insurance policies for 

Rs. 50 000 or more, whether in his own name or jointly with ano, . . 
general insurance companies should also be statutorily require - f ^ 
nish brief particulars of general insurance policies of the n<nue f ^ 

lakhs and above, whether taken under one cover or more than one 
by the same person. 

7.47. We also examined the suggestion that 

provided that payments of money above a spe 
T, u A I . cified limit should invariably be made by cros- 

Payments by crossed cheques Though the proposal is attracUve 

at first sight, it presents many Practical difficulties. The n^ 
witnesses were against the introduction ol such a provision. A venous 
obfection to the scheme was that it would not be fool-proot n® ^ r 
ment could be easily circumvented by the splitting up of the -iniomit to 
b° mid It was also pointed out that, in the smaller towns and villages, 
baificing facilities were not generally available and '“e 

of the scheme was likely to cause a good deal of ^nconvenm • ^ 

suW''wntly impressed iviih the objections raised and, Increfoie, we c, 
not favour the introduction of the suggested^proinsion. 

7.48. We have already emphasised the need for gathering of useful 
information about assessees for checking tax evasion One particular 

way of collecting such information is a systema- 
Fxchamie of information be- tic exchange of the information available with 
tween Government Departmenis the various Government Department.s, ^rid par- 

ticularly sister revenue departments. We have, 
in an earlier paragraph, pointed out how attempts at evading sales tax 
also result in the evasion of income-tax. Similar is the position with 
regard to other taxes and duties like customs and excise etc. Detection 
of^evasion of one kind of tax can considerably help m checking evasion 
of the other taxes as well. It is, therefore, necessary that the activities of 
the various departments in checking evasion of taxes should be pi op rly 
co-ordinated and that, for this purpose, there should be a regular and 
systematic exchange of the useful information availMe unth 
departments. The direct taxes Acts as well as the Sales Tax Acts of the 
various States permit such exchange of information between the revenue 
authorities. Some administrative arrangements already c^ist tor an aa 
hoc exchange of such information and these have yielded some good 
results but we feel that concerted action on a more systematic looting 
is necessary. The representatives of the State Governments with 
this problem was discussed by us were also of the same opinion and they 
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have assured their full support to any such measure. With a view to 
ensuring closer liaison between the various Government Departments 
and placing it on a more systematic basis, we make the following sugges- 
tions: — 

(i) Information regarding new assessees discovered, assessments 
where additions about a certain figure have been effected 
and brief particulars of cases where special investigations are 
being made, should be exchanged between the Sales Tax 
Department and the Income-tax Department at a conference 
held between the representatives of the two Departments 
once in three months. 

(ii) The lists of assessees should be exchanged between the Income- 

tax Department and the Sales Tax Department once a year, 
prcferabl}^ in the beginning of the financial year. 

(iii) Representatives of the Income-tax, Customs and Central 

Excise Departments should meet once a month and exchange 
information gathered during the period useful for their De- 
partments. The registers maintained by the Central Excise 
authorities posted in various factories should be scrutinised 
by the assessing officers in suitable cases before they finalise 
the assessments. 


7.49, As mentioned in an earlier paragraph, the Officers in charge 
of the Special Investigation Branches should function as liaison officers 
for the above purposes. It should also be secured that the confidential 
information thus gathered by the Department does not leak out. In this 
connection, we ma^^ mention that in order to check evasion of sales tax 
as well as income-tax, it would be better if sales tax on the various excis- 
able commodities is converted into an additional central excise duty as 
has already been done in Jhe case of cloth, sugar and tobacco. We under- 
stand that the Government of India are already examining this question 
in consultation with the State Governments. 


7.50. For ensuring a continuous flow of information about large capi- 
tal transactions as well as preventing transfers of property made with a 

view to avoiding the payment of taxes, we exa- 
Transfer of properties mined whether any restrictions should be imposed 

in the matter of registration of transfer of pro- 
perties. It was suggested that, for this purpose, production of a tax 
clearance certificate from the assessing officer should be insisted upon by 
the registration authorities before registering the transfer of a property 
whose value exceeds a certain limit. The proposal, however, did not 
meet with favour with many witnesses who felt that it would create un- 
due difficulties and cause inconvenience to the public and, besides, re- 
sult in delaying the registration of transfers. Unless the limit is fixed at 
a sufficiently high figure, the number of property transactions and tax 
clearance certificates would be so large as would throw a considerable 
burden both on the registration offices as well as the asessing officers. We 
find that a provision similar to the ono proposed is already in existence 
in the Wealth-tax Act, under which immovable properties, other than 
agricultural land, of more than rupees one lakh in value, could not be 



transferred without a clearance certificate from the Wealth-tax Officer. 
This provision should, at least in the bigger cases, be sufficient to ensure 
that properties are not transferred with a view to avoiding tax. So far 
as the collection of information about such transactions is concerned, we 
have already pointed out that information about all transfers of immov- 
able property is even now being obtained in the course of external sur- 
vey from the registration offices. The various administrative improve- 
ments we have suggested would ensure the timely collection and utilisa- 
tion of that information. Hence, there does not appear to he any neces- 
sity for the proposed provision. 


7.51. In this connection, we also examined whether the automatic re- 
porting system recommended by Prof. Kaldor could be worked satisfac- 
torily under the conditions obtaining in India. 

Automatic reporting system Prof. Kaldor s object in suggesting the scheine 

was to enable the taxing authorities to get in- 
formation automatically about capital transactions as also those relating 
to revenue without having to call for the same. He pointed out that the 
scheme was being worked in Sweden successfully, and he recommended 
its adoption in India. We have had discussions on this subiect with 
various persons— officials and non-officials. Notwithstanding what Prof. 
Kaldor has stated, we consider that such a system would throw an undue 
volume of work and is unworkable under the conditions existing in India 
today. Almost the same object is achieved at present by the collection 
of information from the registration offices and other sources every year 
and we feel that no further action is called for in this connection. There 
should, however, be suitable safeguards to ensure that the information 
thus collected is properly utilised. Suitable security' measures should be 
taken to see that the information thus collected is kept confidential and 
that the records are not tampered with. In order to minimise the incon- 
venience to the assessGcs, where there is no reason to suspect evasion, 
full details of the items to be verified should be communicated by the 
assessing officers to the assessees and, as far as possible, the verification 
should be done at the time the accounts of the assessees come next 
before them for examination. We have also to point out that the pre- 
sent integrated scheme of taxation is itself self-checking in character and 
should, in the long run, provide sufficient information to the taxing autho- 
rities to put to test the returns and statements of the assessees regard- 
ing their income, wealth etc. 

7.52. It was represented that the practice of benarni transactions was 
frequently resorted to for evading taxes. In a benarni transaction, the pro- 
perty is acquired or held in the name of a person 

Benarni transactions other than the real owner without any intention 

to give such a person the benefit of the real 
ownership of the property. Such a person is commonly known as 
benamidar or ostensible owner. This practice is common throughout 
the country and has received recognition from courts of law as well. In 
the eyes of law, the benamidar is the legal owner of the property stand- 
ing in his name. Unless the assessing officers can prove that the person 
in whose name the property stands in the documents is not its real or 
beneficial owner, but only a benamidar for another person, it is not pos- 
sible to consider the property, for purposes of taxation, as belonging to 
xhe latter person viz. the real or beneficial owner. It is very difficult for 
the assessing officers to expose the benarni character of a transaction and 
to establish it beyond any doubt. All the apparent evidence of the legal 
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document is in favour of the assessee and the assessing officers have 
mostly to depend on circumstantial evidence for disproving the assessee s 
contention and for establishing that the transaction is a henami one. To 
obtain such evidence as would satisfy all the legal requirements is, in 
most cases, exceedingly difficult. We may point out here that benami 
transactions not only help to conceal the true nicome, v/ealth etc. of a 
person, and, thereby, to reduce his true tax liability, taut they also make 
it difficult for the Department to collect the taxes determined to be 
payable by the real owner. 


7' 53 We are aware that benajm transactions are frequently resorted 
to for evading taxes, but it is not possible on that account to put an end 
to this practice either by law or otherwise. 

Under the present circumstances, the utmost that could be done is to 
discourage the bcimiiii transactions, as much as possible, in oidci to 
minimise the chances of tax evasion resulting from them. Accordingly, 
in all ('ascs of henami transactions the assessing officer should, as at 
present investigate into the real nature of the transaction and determine, 
for the ’purpose' of taxation, who the beneficial owner of the property is. 
The decisions of the civil courts, if any, on this point will, no doubt, be 
taken into account bv the assessing officer. The statements made by any 
party before the direct taxes avthoritie;; uhth regard to the ownership of 
any 'assei should be made available to the other party concerned in the 
case if he applies for a copy of it. Necessary amendments should be 
made in the Vtatutes to secure this result and. in particular, the provi- 
sions of Section 54 of the Income-tax Act and the corresponding provi- 
sions of the other direct taxes Acts should be so modified as to provide 
that evidence in respect of wealth or income returned by either partyt 
could' be obtained by the other, and could be produced before the appro- 
priaie court whenever a dispute about the ownership of the property 
arises. This will act as a deterrent to tax evaders from entering knto 
henami transactions for the purpose of achieving their object. 


7.54. We now come to the practice of ‘blank transfers’ of shares whicli, 
thnup'h it has its uses, is also subject to considerable abuses and m fact, 

has been one of the main methods of tax eva- 
Blaak Traasters or Shares sion .“In the blank transfer deed the seller only 

fills in his name and signature. Neither the 
buver’s name and signature nor the date of sale are filled in the trans- 
fer form. The advantage in giving such a blank deed is that the bujfer 
will be at liberty either to sell it again without filling his name and sig- 
nature to a subsequent buyer. In the latter case he can avoid the pay- 
ment for the transfer stamp and new deed to the buyer. The process 
of purchase and sale can be repeated any number of times with the blank 
deed and ultimately when it reaches the hands of one who wants to 
retain the shares, he can fill in his name and date and get it registered 
in the company’s books. For this ultimate transfer and registration, the 
first seller will' be treated as the transferor, even if it happens years after 
his death On such registration, the last buyer will be recognised as a 
shareholder by the company and the other intervening parties being not 
such shareholders but only having had an equitable right in themselves 
if they had so desired to be registered as shareholders of the company . 


•The Thomas Report on Regulation of Stock Exchange, para 46. 



165 


4 


4 


It is the common method adopted for share transfers in speculative deal- 
ings in this country, and all the Stock Exchanges in the country recog- 
nise blank transfer as a valid delivery. It is a fact, however, that by 
means of these, ‘blank transfers’ dishonest assessees are able to conceal 
their income from the Department and even if the concealments ^ are 
detected and assessed, they can avoid the payment of the taxes as me 
shares are not registered in their names, and they cannot, therefore, be 
attached and sold. We have considered this question carefully and find 
that the only effective remedy against blank transfers is the maintenance 
of adequate records- by a stock Exchange hi respect oj blank transfers 
which pass through it. All transfer deeds executed by the transferor 
should be registered by the Stock Exchange and simultaneously date 
stamped. It should be statutorily provided that the transfer deeds will 
have a currency of only six months from the date of stamping and that 
multiple transfers will be permitted only within that period oJ six 
months. In order to see that this procedure is jnvanably xollowed th^ 
records of Stock Exchanges as well as the brokers should be periodically 
inspcctc'd by the concerned assessing officers. 


7 55 The restrictions relating to the period of currency of blank trans- 
fers as indicated above might cause inconvenience in cases where the 
shares are held in a liduciary capacity or as security. It has also been 
pointed out that blank transfers in such cases are not intended to evade 
tax We are therefore, of the opinion that the restrictions relating to the 
period of currency on blank transfers should not be applied in €ase.s— 


(a) where the shares are handed over to a hanking company either 

as a security or for safe custody, or 

(b) where the shares are held on blank transfers by the directors 

oj a company or partners of a registered firm or trustees in 
a fiduciary capacity. 

The banks, however, should he required to communicate to the tax autho- 
rities, through an annual st-atement, brief particulars of the shares held 
by them under blank transfers. 


7.56. Of the many sources from which information relating to the 
activities of taxpayers is received, informers are one. They are being 

given monetary rewards, in suitable cases. The 
Inforr.ers. conditions governing the grant of rewards to 

such informers are laid down through executive instructions and not 
under any statute. Kewards are generally paid only after the taxes 
resulting from the assessments based on the information given by the 
informers have been collected. The amount of reward varies according 
to the circumstances of each case and the payment is entirely at the dis- 
cretion of the Government but it cannot exceed 2i percent of the actual 
gain to revenue as a result of the information given. The merits of the 
present system have been questioned before us by many and it was repre- 
sented that no inducement should be given by the Department to infor- 
mers as it would encourage unscrupulous persons to blackmail assessees 
and extract money from them as a quid pro quo for refraining from fur- 
nishing information to the Department. 
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7 . 57 . The Income-tax Investigation Commission (1947) examined this 
question and came to the conclusion that — 

“the system is likely to be abused and that a general invitation to 
informers with the inducement of a reward may actually re- 
sult in more harm than good”.* 

The Taxation Enquiry Commission (1953-54), in this connection, re- 
marked as under: — 

“Would-be informers are likely to be unscrupulous persons, and 
the possibility of their resorting to blackmail cannot be over- 
looked the Income-tax Department should exer- 

cise the utmost caution in its dealings with the informers. 
Moreover, the reward that Government can give is not likely 
to be large and it is possible for the informer, where the 
evasion involved is considerable, to extract a much higher 
amount from the assessee as the price of his silence.”**' 

We appreciate the views exj)resse?d and agree that monetary rewards can 
tend to encourage blackmailers but, as quite a few cases of evasion have 
been discovered as a result of the information furnished by the informers, 
we are reluctant to suggest a discontinuance of the present practice in 
this respect. While we are of the opinion that the present practice should 
continue, we recorninend thot a statiitory preyvision should be made for 
the punishment of informers who give wrong mformaiion. The Depart- 
orient should also he provided lolth the power to grant immunity f 7 ' 0 ?r^ 
penal proceedings or prosecutions to those who, having abetted an offence 
in this respect, come forward to give evidence against an assessee. We 
also suggest that no action i^iould be taken on anonymous or psoudony- 
molts petitions unless they contain some specifi.c information. 


7.58. Since 1948, Government have been insisting on contractors, 
applicants for import and export licences, etc. submitting a tax clearance 
certilicate trom the assessing officers. This practice is based on the prin- 
ciple that no Government patronage should be 
Tax clearance certificates given either to those who evade taxes or to 

those who have defaulted in the payment of the 
same. Several arguments have been ad- 
vanced before us against continuance of this practice. It was 
represented to us that this system had been working harshly, because 
default in payment of taxes, sometimes occurred on quite justifiable 
grounds as, for example, circumstances beyond the control of a person 
and genuine financial difficulties. In such cases, it was argued, the denial 
of an opportunity to the person concerned for improving himself and 
earning an income would only render him unable to meet his obligations. 
Another argument advanced in this connection was that the question 
whether a person was a tax evader or not was not capable of a prompt 
and final decision because of pending appeals and reference applications 
and, therefore, it would be inequitous to refuse a tax clearance certifi- 
cate in the interim period. We are of the view that a restriction of the 
nature now in existence is an effective one in checking tax evasion and 


* Report of the Income-tax Investigation Commission, Para 306, page 137. 

** Report of the Taxation Hnquiry Commission, Vol. II para 17, page 194, 
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away the deterrent effect of the penality provisions. What is important 
is not the law as it exists in the statute book but the law as administered 
in practice. : 

In the U.S.A.*'' as well as in certain other countries, there are 
fixed but graded rates of penalty for different kinds of offences, depend- 
ing upon the seriousness of the offence. Once the penalty provisions are 
attracted, the rate cannot be varied either by the assessing officer or by 
the appellate authority. The main objection against such a levy is that 
it may, sometimes, act unduly harshly. This difficulty can, however, 
be met by defining in a schedule the various kinds of defaults and offences 
in detail and the quanta of penalties leviable. For each offence in the 
schedule, a lower and upper limit may be prescribed, discretion being 
given to the assessing and appellate authorities to vary the penalty with- 
in those limits depending upon the circumstances. We accordingly sug- 
gest that a detailed schedule of penalties he drawn up and incorporated 
in the statute hook in place of Section 28 of the Income-tax Act and 
c^orresponding sections of the other direct taxes Acts, The schedule* 
should make a distinction hetween cases of deliberate concealment or 
gross or uhlful neglect and. others ivhich are not due to fraud, gross or 
ivilful neglect, the le 2 )els of penalty for the latter category being mucK 
lower than for the former. The maximum penalty leviable for conceal- 
ment of deliberate furnishing of hiaccurate particulars^^ should continue to 
he 158% of the tax sought to be ermded as at present, 

7.61. It was represented to us that the present provisions of section 
28(1) (c) of the Income-tax Act and the corres- 
Burden of proof ponding provisions of the other Acts threw an 

undue burden on the Department, as, in all such 
cases, the onus of establishing, beyond reasonable doubt, that the asses- 
see had concealed his income or furnished inaccurate particulars deli- 
berately, was on it. To remedy this state of affairs, it was suggested that 
the burden of proof should be placed strtiitorily on the assessee who 
alone was in the know of the facts relating to his liability, and through 
our Questionnaire, we specifically sought the views of the public on this 


* Sections 291 and 203 of the Internal Revenue Code, 1952 read as under: — 

“Sect ion 291 : FAILURE TO FILE RETURN. 

(d) In ca>c of any failure to make and file return required by this chapter, within the time 
prescribed by law or prescribed by the Commissioner in pursuance of law, unless it 
is sliown that such failure is due to reasonable c-uise and not due to wilful neglect, there 
shah be added to the tax : 5 per centum if the failure is for not more than 30 days 
with an additional 5 per centum for each additional thirty days or fraction there of 
during which such failure continues, not exceeding 25 per centum in the aggregate. 
The amount so added to any tax shall be collected at the same time and in the same 
manner and as a part of the tax unless the tax has been paid before t he discovery of 
the neglect, in which case the amount so added shall be collected in the same 
manner as the tax. The amount added to the tax under this section shall 
be in lieu of the 25 per centum addition to the tax provided in section 3612(d)(1). 
[Secion 291(b) — Repealed]. 

“SECTION 293 : ADDITIONS TO THE TAX IN CASE OF DEFICIENCY. 

(a) Negligence. — If any part of any deficiency is due to negligence or intentional dis- 

regard of rules and regulations but without intent to defraud, 5 per centum of the total 
amount of the deficiency (in addition to such deficiency) shall be assessed, collected, 
and paid in the same manner as if it were a deficiency, except that the provisions of 
Section 272(i), relating to the prorating of a deficiency, and of section 292, relating 
to interest on deficiencies, shall not be applicable. 

(b) FRAUD — If any part of any deficiency is due to fraud with intent to evade tax, 

then 50 per-centum of the total amount of the deficiency (in addition to such) deficiency 
shall be so assessed, collected and paid in lieu ofthesoper centum addition to the 
tax provided in section 3612(d)(2). 
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to furnish such certificates, returns or statements, or to allow inspections 
as required under the Acts. He is punishable, on conviction before a 
magistrate, with fine which may extend to Rs. 10/- for every day of de- 
fault. Under Section 52 of the Income-tax Act, if a pei'son makes a false 
statement in the verification contained in the return of income, the return 
oi dividends, application for registration, appeals etc., he is punishable, on 
conviction before a magistrate, with simple imprisonment which may 
extend to six months or with fine which may extend to Rs. 1,000, or both, 
ihe period of imprisonment prescribed in the other direct taxes Acts for 
such oilences, is, however, one year. 


rChX We hc^e, in an earlier paragraph, referred to the fact that, dur- 
ing the last 10 years, the Department had not been able to get even a 
single person convicted in a court of law for an offence against the In- 
come-tax Act. Though preliminary proceedings had been initiated in a 
small nirmber of cases, they w’-ere dropped ultimately, either because the 
ca.be had been compounded or the evidence w^as not found strong enough 
to secure conviction. Perhaps, the Department prefers penalty proceed- 
ings to prosecution because the latter involves considerable time and 
expense and success also is problematical, whereas penalty proceedings 
particularly in cases of settlements, are certain and revenue yielding" 
Another reason probably is that, as pointed out in para 7.59, Section 28(4) 
of the Income-tax Act and the corresponding provisions of the other direct 
taxes Acts bar prosecutions in respect of the same facts on which a pen- 
u been imposed under that Section. This has somew^hat an in- 

nibiting effect on the Department launching prosecution, since if the 
prosecution proceedings fail, the tax evader would escape penalty as well 
Vt hatener viight have been the reason, failure to institute prosecutions 
even in clear cases oj tax evasion, cannot, in our opinion, be justified. 
(,iimindl piosecution is one of the most effective deterrents against tax 
evasion and we observe that, in other countries, prosecutions are being 
freely resorted to. In the United Kingdom, during 1957-58 alone, the 
iniaud Kovonue Department prosc'cuted as many as 85 persons of whom 
81 were convicted. Prosecutions for offences against tax laws are quite 
common ^in U.S.A. also, as would be seen from the statement reproduced 
in paia i.Z. We feel that in all cases of deliberate concealment, where 
there is sufficient evidence, the Department should, as a rule resort to 
criminal prosecution. 


I.bo. We find that though the United Kingdom Income Tax Act, 1952 
contains provisions more or less similar to Section 52 of the Indian In- 
come-tax Act, criminal proceedings in that country are ecneraFv launch 
ed not under the Income-tax Act but under Sections 1 orTot the Sfry 
are similar provisions in the Indian Penal Code and we con- 
su ti that, in suitable cases, it should be possible to proceed under the 
relevant sections of the Indian Penal Code in respect of giving false 
e . ic ence, fidse declaration of false statement. Of the various sections of 
tne ind an Penal Code that are applicable. Sections 193 and 196 are speci- 
licaLy referred to m Section 37 of the Income-tax Act and the correspond- 
ing provisions of the other direct taxes Acts. We suggest that Govern- 
merit should consider whether Sections 177, 191, 192, i99 and, perhaps, 
181 of the Indian Penal Code should also be specifically referred to in the 
direct taxes Acts. As the punishments provided in the Indian Penal Code 
are more stringent, we are of the opinion that resort should be had more 
frequently to the provisions of the Indian Penal Code than to those of 
taxing statutes. A technical objection may, however, be raised by some 
that the direct taxes Acts are self-contained enactments providing for 
penalties and prosecution and that no prosecution for tax offences can. 
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mbo be adopted fpr offences against the direct taxes Acts. It was urged 
that evasion of taxes was no less a serious crime than corruption and 
that, in some cases, the evasion of tax itself led to corruption. While we 
see the force of this argument, we do not consider that enhancing the 
maximum period of sentence will itself serve any useful purpose at the 
present moment when^ practically, no prosecutions have been launched 
for the past several years. Another suggestion made to us in this con- 
text was to provide, in the statute itself, for a minimum period of im- 
prisonment. We do not consider that it is necessary at this stage to 
introduce such a provision but, if in actual practice hereafter the Depart- 
ment finds that the Courts are averse to awarding imprisonment the 
question of amending the existing provisions so as to provide for a mini- 
mum period of imprisonment in cases of conviction may be examined, 

7.69. One reason for the failure to launch prosecution proceedings in 
fit cases appears to be that there is no special agency in the Department 
entrusted with the specific responsibility for examining cases suitable 
for prosecution, and for initiating and pursuing prosecution proceedings. 
The Income-tax Officers and Assistant Commissioners are so preoccupied 
with their day to day work that this job, which requires a detailed in- 
vestigation of facts as well as an objective appraisal of the evidence on 
record, receives low priority. Besides, prosecution proceedings require 
a specialised knowledge and experience of criminal law and procedure. 
We, therefore, suggest that there should be an Enforcement Branch in 
each Commissioner's dharge manned by specially trained Income tax 
Officers or legal practitioners with experience of criminal law and pro- 
cedure. Income-tax Officers selected for this Branch should, prior to 
their posting, receive intensive practical training in criminal law and 
procedure. It will be the responsibility of these officers to be on the 
look-out for suitable cases of prosecution and pursue them to a finality. 
There should be an arrangement by which assessing officers as well as 
Assistant Commissioners forward, every month, flagrant cases of conceal- 
ment to the Enforcement Branch. The Officer-in-charge of the Branch 
should examine them and pick out such of the cases as, in his opinion, 
have a reasonable chance of success in criminal proceedings. He must 
then put up such cases for the approval of the Commissioner. In this 
connection, we would suggest that prosecutions in cases of o'ffences 
referred to in Section 51 o/ the Income-tax Act and the corresponding 
provisions of the other direct taxes Acts should be launched with the 
prior approval of the Commissioner, Prosecutions for offences mentioned 
in Section 52 o/ the Income-tax Act and corresponding provisions of the 
ether direct taxes Acts or any of the provisions of the Indian Penal Code 
should be launched, with the prior approval of the Central Board of 
Revenue in order that there may he an uniform policy in this matter. 
Such a provision will also enable the Board to ensure that prosecutions 
are launched only where there is a sufficient evidence on record. We also 
upderstand that in U.K. prosecutions are initiated only in the name of 
the Commissioners of Inland Revenue who constitute the Board of 
Inland Revenue. Once it is decided by the competent authority that 
prosecution proceedings should be launched, it should be the responsibility 
of the officer in charge of the Enforcement Branch to prepare the case 
properly, brief the counsel and, in short, to take all such steps as may 
be necessary to pursue the case vigorously and secure conviction of the 
offender. While we do not recommend the withdrawal of the existing 
wwets to compound offences for which prosecutions are launched, we do 
feel that such powers should be exercised only in exceptional cases and 
not as a matter of course. In particular, there should be no attempt (U 
compounding an offence merely because the composition fee offered is 
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To be given by 


Particui.ars relating to sources op information 

: A. Any person who charges directly or indirectly 

any fee for preparing or assisting to prepare, 
the return. 


B. Every person carrying on business who does 
not jfurnish with his return a Representative 8 
certificate. 


■) Ci\oss out whichever 
dt>es not apply. 

■ 

I 


Question 


ANSWER 


(i) What books of account, if any, are kept 
by or on behalf of the assessec 


♦Prentice-Hall : Federal Tax Course (1958) Para 3543 ^ pag« 3544 * 
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Question 


ANSWIH 


(2) By whom arc those books of account kept ? 

(State name and address). • • • •• 

U) Atc those books of account audited each 
year? Ifso, bywhom? 

(4) Ts the return in accordance with those 

books? . * • • • • 

(5) It tlic renun is not in accoradance with 

tho'e bfK^ks, on ^^htt basis ard upon what 
information has the return been prepared ? 

( 6 ) Have vou satished yourself, and, if so, bow 

that t he books of account or other sources ot 
information upon which the return is 
ba<^ed arc correct at d disclose the whole 
of the assessec*s income, wealth, etc. irom 
all sources ? - • • * * ’ ‘ 

N,B. No. (6) to be answered only by the 
person mentioned in ' ^ ’ above. 


CERTIFICATE BY 
representative 

r havinit charged the asjessec a fee for pieparing w ass^ng 

’■ ■ in 'the ■ prepa'ratioi.' ‘of’ the tetum, hereby S'" rite first 

in the second column in this statement, opposite to the questions settortn lu 

column thereof, arc true and correct m every particular. 


Signaturt of the Tefresentatimt. 


Date ; 
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teturn and the books of account or other sources from which the return 
| |lc prepared he might quite clearly say so. In this of the 

^cannot be said that the proposed declaration would throw any addi- 
tional burden or work on the representative. 

VOLUNTARY DISCLOSURES 

7 76 We examined the question whether a scheme for acce^anw of 
voluntary disclosures of concealed income wealth etc. snould 
Dorated in the taxing statutes. We find that such a i^cheme fi^ms pa t 
of the tax codes in several other countries. In the United Kingdc^, 
for example, the ‘confession’ method has been m existence since 1923 
Lid is now a recognised method of settling cases of f 
Section 504 of the United Kingdom Income Tax Act. 195- ). In U.S.A. 
Lso there is a provision for arriving at compromises regarding tax 
liabilities (Section 3761*’^ — Internal Revenue Code). Similar arrange- 
S eLsi in many of the other countries at well. The concesaton; 
^tended to assessees in such cases consist usually in the dropping of 
criminal proceedings, reducing the quantum of penalty and the granting 


Section 504 of the United Kingdom Income Tax Act, 19.^2 

i.t “Statement made or documents produced by or on behalf of a person shall not be in- 
admissible in any such proceedings as arc mentioned m subsection .2) of this section 
by reason only that it has been drawn to his attention that— 

(a-) in relation to income tax, excess profits tax and the profits tax, the Commissioners 
of Inland Revenue may accept pecuniary settlements instead of instituting pro 
cecdings ; and 

fW though no undertaking can be given as to whether or not those Commissioners will 
accept such a settlement in the case of any particular person, tl 
the Commissioners to be influenced by the fact that a person has made a full 
confession of any fraud or default to which he has been a party and has gtrc« 

full factlitiesforinvestigation.andthat he was or may have been induced there- 
by te make the statements or produce the documents. 


(2) The proceedings mentioned in subsection (i) of this section arc- 


(n') anv criminal proceedings against the person in question for any form of fraud «r 

SSih in coinlctionwi.hor relation -o income tax, excess profits tax 
or the profits tax : and 

(6) any proceedings against him for the recovery of any mTtax'^cxcws 

by way of tax or penalty, in connection with or in relation to mcometax, excess 

profits tax or the profits tax. 

* Section 3761 of the Internal Revenue Code, 1952 of the United States of America;— 

"(o') AUTHORIZATION— The Commissioner, with ihe approval of the 5 eCT«ary or 
^‘’\hLuX Secretary of the Treasury, or of «« Assistant Secrecy o the 

may compromise any civil or criminal case arising under the ^ j 

prior to reference to" the Department of Justice .Prosecution or defen« tod the 
A tomey General may compromise any such case alter referenece to the Department 
of Justice for prosecution of defence. 

(h) RECORD- Whenever a compromise is made by the Commissioner /“.y 

shall be placed on file in the office of the Commissioner the opinion of the wneraj 
Counsel of the Department of the Treasury, or of the officer acting as such with hi* 
reasdns therefor, with a statement of — 

(1) The amount of tax assessed. 

(2) The amount of additional taxor penalty imposed by law in consequenae of the 

neglect or delicjucncy of the person against whom the tax is assessed) 

(3) The amount actually paid in accordance with the terms of the compromise. 
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of easy and convenient instalments for paying the taxes. f 
Si the Chanter on Collection and Recovery, determination of tax 

liabilities In the bLis of settlement is not alien to the 
either The Taxation of Income (Investigation Commission) Ac , 
authorised settlement of cases under investigation and many of the case? 
tere compl?^^^^^^ basis of settlement by the Commysion. Sec«^ 

Werof the Income-tax Act. which was introduced m 1^4, also 
provides for settlement of tax liability in certain types ol cases. 

7 77 An event of considerable importance in the teto^ of income 

Ind to^he eilhequer in the fo7m of additional taxes the scheme contri- 

hnl^ to somrextent to the improvement of the relations between the 
buted, to some extern, ro h ^ ^ mutual distrust gave way 

?oTfense“lf bltt^ rders^ and fppreciat.on of the problems of 

■each other. ^ 

■7 '70 T'l-.rMioh the scheme as such was to be in operation till 22nd 

■October 1951*only*epn„c^ 

therealter The stat sto w J 

S™ 2 Vl 2 cases Lt £ Killed by Ihe end ot 1958-59, The^ income 
- cct^A in thpse rases before disclosure had amounted to only Rs. 11 53 
crores while the total income determined liable to tax after disclosure 
il these cais was Rs. 81-73 crores. Thus, an additional income of 
Rs 70-20 crores has been brought to tax under 

tional revenue resulting from the disclosures amounted to Rs. 10 98 crores. 

7 79 There was a widespread demand from the Chambers of Commerce 

SantchlmSerfwould seem lo |ow lhal 

„dne^ It'Pt “"^fS^^rab e effec^r™ of the country 

tendencies be cb^ke^^,so^the^^^^^^ witnesses, including several 
considerab y. chambers have pointed out that such a 

men m Public life jt ’would almost amount to giving 

scheme should not be mtr _ . ^ carefully considered the proposal 

tn^airuTlispecU^nd, tbe considerable advantages 

il to the economy if this concealed money -is brought into the 

we are of the opihioTt that- under the circumstances preuntltng 
♦pen, we are oj tne o^ nature is not iu.stifiable. There were special 

present a sche^ of thw namre^g^^^ introduction of the scheme 

t^e erancS special concessions. The conditions that obtained 
S„f thfneSS? 0 ° Ih^War and the immediate post-War perit^ were 
SiSiS abf ftere were special factors which led to not only the 
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extraordinary growth of incomes but also opportunities for concealing 
them. It should not also be forgotten that much of the concealed income 
related to the pre-Independence era. The same conditions do not exist 
now. Any amount which is sought to be disclosed now would either 
relate to the income concealed in the post-1951 period or if concealed 
prior to 1951, must be one which the assessee did not care to disclose 
under the 1951 Voluntary Disclosure Scheme. In either case there is 
no justification for showing special consideration to such persons. This 
is not to say that a person who has erred and who wants to make amends 
for it should be discouraged from doing so. Even at present under the 
direct taxes Acts, it is always open to a taxpayer to come forward and 
disclose his concealed income, wealth etc. Naturally it is for the Depart- 
ment to .satisfy itself whether the disclosure is full and complete, whether 
further investigation should be made and if the disclosure is to Vje 
accepted, what penalty should be levied. In our opinion, while the 
Department should have complete discretion in the matter and should 
not give an undertaking to any such taxpayer that they would accept a 
pecuniary settlement and not institute criminal proceedings, in practice 
the Department would be influenced by the fact that the taxpayer had 
made a full confession and had given full facilities for investigation. It 
should also be made clear that, any statement made or any document 
produced by the taxpayer in any disclosure would be taken as a state- 
ment made or document produced in the normal course of proceedings 
under the Act and such evidence should not be inadmissible in respect 
of any criminal proceedings that may be instituted. 

7 80 As stated earlier, the principle of settlement has been incorporated 
in the income-tax Act only in a limited form for a specified type of cases. 
We consider that these powers should be enlarged and the Central Board 
of Revenue authorised to arrive at settlements with the assessees at any 
stage of the proceedings under the direct taxes Acts, including the stage 
of appellate proceedings before the Appellate Assistant Commissioner or 
Appellate Tribunal or after the appellate authorities have passed final 
orders Administratively, it will be better if disclosure cases are settled 
by the Commissioner of Income-tax where the tax involved is Rs. 2 lakhs 
or less and where the tax is over Rs. 2 lakhs, the case should be settled by 

CL COTTlTflittCC COTiSistiHQ of tlflCt ChCiiTTYKlTl CLTld tWO MSTTlhCTS of tJlC CcjltTttl 

Board of Revenue. Limited powers could also be delegated to Assistant 
Commissioners but it should be ensured that, except in the cases settled 
by the Board, brief particulars of the cases settled are sent to the next 
higher authority. i 


SUGGESTIONS TO AMEND THE LAW 

7 81 Early in this Chapter, we referred to the leakage of rewnue 
through ‘avoidance’, and pointed out that avoidance of tax could be check- 
ed bv plugging the loopholes in the law. In the course of our enquiry, 
numerous instances of how avoidance was being successfully resorted_ to 
bv recourse to the various loopholes in the law came to our notice. We 
discuss below the more important ones and make our recommendations iti 

respect of them. 

fl) At present, remittances of past foreign profits are no.t taxable under 

Section 4(1) (b) (iii) of the .Income-tax Act if they are brought or receiv- 

ed in India bv some agent or nominee or any other person on behalf of the 
assessee and not by the assessee himself. This position is unsatisfactory 
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as it leads to avoidance of tax and should be remedied by amending the 
law, making even such remittances taxable. 

(2) The existing provisions relating to exemption of the income of 
charitable trusts under Section 4(3) (i) of the Income-tax Act contain 
certain loopholes which help the formation of pseudo charitable trusts. 

Under the law as it is at present, the income of a trust will be exempt 
from tax so long as the ultimate objects of the trust are of a religious or 
charitable character and so long as the income is applied or accumulated 
lor being ultimately applied to such religious or charitable purposes. Thus, 
even though for long periods of time, the trust funds may be invested and 
utilised for furthering the donor’s business interests, the income of the 
trust fund would, nonetheless, continue to enjoy exemption from tax. In 
a reported case*, where an industrialist created a trust lor chaid table pur- 
poses but stipulated that for a period of 18 years the trust funds and the 
income therefrom was to be invested in the shares of a company tin ough 
which the donor controlled other -companies in which he was interestedy, 
it was held by the Court that the income of the trust still enjoyed the 
exemption from tax under Secdion 4(3) (i), Ix^cause the income of the 
trust property was ultimately set apart for charitable purposes. In this 
way the objects of a trust as also the object of granting exemption under 
Section 4 (3) (i) of the Income-tax Act, are being defeated. 

Another wide loophole rests in the interpretation of the word “pro- 
perty”, whereunder a trust could carry on business which had nothing to 
do with the primary object of the trust itself and still get exemption in 
respect of the income from this business. Courts** have held that busi- 
ness can also be ‘property’ held under trust. Certain amendments in Sec- 
tion 4 (3) (i) of the Income-tax Act were made through the Indian Income- 
tax (Amendment) Act, 1953 to try to ensure that income of a ‘charitable' 
business got exemption only if the business was carried on on behalf of 
a religious and charitable institution and was carried on in the course of 
implementing a primary purpose of the institution or the work of the 
business was mainly done by the beneficiaries of the institution. This was 
done by adding proviso (b) to Section 4 (3) (i) of the Indian Income-tax 
Act. That proviso says that the income derived from property held under 
trust for religious or charitable purposes shall not be exempt and shall 
consequently be included in the total income: 

“(b) In the case of income derived from business carried on on 
behalf of a religious or charitable institution, unless the in- 
come is applied wholly for the purposes of the institution and 
either: 

(i) the business is carried on in the course of the actual carry- 
ing out of a primary purpose of the institution; or 
(ii) the work in connection with the business is mainly carried 
on by beneficiaries of the institution.” 

Courts have, however, taken the view that the above two conditions 
for geting exemption apply only where business is carried on on behalf of 
a religious or charitable institution and not where the business hself is 
held upon trust, and that as such the income of such a business would still 


• CIT vs. Walchand Diamond Jubilee Trust, (i9S8) 34 ITR, 228. 

J.K. Trusts Bombay vs C.I.T., (1957) 32 ITR, 535. 



be entitled to exemption under the substantive part of Section 4(3) (i), 
despite non-fulfilment of the conditions set out in the proviso. 

Some recent judicial decisions** have also held that if the primary 
object of a trust was of a charitable nature, the fact that there was ^ 
viion in the trust deed that in carrying out the trust the needs of the 
relations and family members of the donor wopld be given priority, would 
not result in the trust being denied the exemption under Section 4(3) (i) 
of the Income-tax Act. Thus, a trust created by a person for the purpose 
of giving education, medical aid and monetary help for various other pur- 
poses, to the poor, may still enjoy exemption under Section 4(3) (i) of the 
Income-tax Act even if, by virtue of a clause in the trust deed, the trus- 
tees are asked to give preference to the poor relations of the donor and 
even if in so doing the entire income of the trust is spent only on the re- 
lations of the donor. 


These loopholes require to he adequately plugged by proper amend- 
mients in the Acts on the following lines: — 

(a) The accounts of all charitable institutions, with the exception 

of those audited under the requirement of any other law or 
regulation, having an income of Rs. 5,0{)0 or over, must be 
compulsorily audited and a certificate liom the auditor in a 
form to be prescribed should be furnished to the assessing 
officer in support of its claim for exemption from tax. 

(b) A charitable trust carrying on a business which is not in the 

course of carrving out the primary object of the trust itself 
should not be' entitled to the exemption under Section 4(3) 
(i) of the Income-tax Act and this should be made clear in 
the substantive part of the Section itself. 

(c) Where a trust deed contains a clause that the funds of the 

trust should also be utilised for the relations and family 
members of the donors or that in carrying out the charitable 
objects of the trust priority should be given to such relations 
or members, exemption should not be available under 
tion 4(3) (i) of the Income-tax Act, or under Section 5(1) (i) 
of the Wealth-tax Act. 


(d) If any charitable trust had invested, at any time during the 
previous year, in the shares or capital of an industrial or 
commercial undertaking, in which the donor was himself 
substantially interested, an amount more than five per cent, 
of the paid-up capital of that undertaking, then the dividends 
or share income from such investments should not be eligi- 
ble for exemption and should be taxed in the hands of the 
trustees. 


(e) As regards the other incomes of the trust, they will be exempt 
if the conditions under Section 4 (3) (i) of the Income-tax 
Act are fulfilled,' but if more than 25 per cent, of such income 
of a trust is set apart for being spent subsequently for chari- 
table purposes, the amount set apart in excess of 25 per cent, 
should be taxed in tfie year in -i^hich it is so set apart, ine 


» Dharamvijya Agencies Bombay Vs. C.I.T. Bombay 1, Income-tax Reference No. t9 of 
1958. 

Trustees of the Charity Fund Vs, C.I.T. Bombay, (i959) 3^ ITR, 51 ^ 



Central Board of Revenue should, however, be empowered 
to increase this percentage in fit cases. 

if) If on enquiries into the use to which the properties belonging 
^ ^ ra charitable trust were being put to, the assessing officer 
found that they were being utilised (i) by the 
nominees or any of his family members or, {“) »>' a 
or his nominee or his family, the properties shoidd not be 
allowed the exemption admissible under Section tv , 

the Wealth-tax Act, unless in the case of (ii) abow, th 
occupation of the property by the trustee was necessary for 
carrying out the objects of the trust. The assessing 
should also ensure that gift-tax is recovered in respect of the 
properties enjoyed by such persons. 

The amendments suggested above, are designed to ensure that while 
cenuine public trusts of a charitable or religious character would conti- 
S to^eniov exemption as at present, trusts which are ostensibly for a 
charitable' purpose but intended really to benefit, directly or in^rectly, 
the donor’s^rslations or business interests would cease to get the benefits 
of exemption envisaged in the direct taxes Acts. 

(3) Under Section 10(2) (vii) of the Income-tax Act, if an assessee 
has sold his machinery or other assets and if the sale proceeds are nioie 
fhL tlie written down value of the asset, the excess upto the amount of 
the depreciation actually allowed is treated as profit of tl^ year and s 
iected^o tax. Some High Courts have held that such profits can be taxed 
only if the assessee was carrying on the business in the relevant previous 
vear. Section 10(1) of the Income-tax Act should be amended so as to 
be consistent with the second proviso to sub-section (vii) of that bectiori, 
providing that even where the assessee has discontinued his business, pio- 
fesslin or vocation, such profit would be treated as income and subjected 
to tax. The business expenses incurred after the closing of the business 
should also be allowed. 

(4) Several witnesses pointed out to us that the existing provisions of 
Section 14(3) of the Income-tax Act, under which the profits of coopera- 
tive societies were exempt from tax, provided a wide loophole for avoi- 
dance of tax. Cooperative societies are now running transport sei vices, 
controlling large industrial and commercial undertakings such as textiles, 
sugar etc.f’and their dealings are mostly with non-members. It was uxged 
thft exemption of such societies froin payment of taxes inequitable 

also in that they were comparatively better placed in the mattei ot 
financial strength and competitive power than other concerns h™g the 
same kind of business activity but which did not 

from taxation. Our attention was drawn, in this connection, to the obsei- 
vation of the Punjab High Court in the case of a cooperaUve s^iety that 
came up before it in reference, to the effect that it could not have beep 
the intention “to place the cooperative society on a higher footing than 
an ordinary merchant or shopkeeper who would have to pay income-tax 
on profits gained from sale of sugar etc.”* 

Cooperative societies have been given exemption 
tion of the fact that they are intended to encourage thrift, self-help and 


• Hoshiarpur CentialCoppprativc Bank Ltd., Vs. CTT Siinla. 
<'I9<3) 24 TTR, 34d, 3'53. 
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cooperation among agriculturists, artisans, and PS^t^eiT'to cSne 
T'V.i^r nrp psscntiallv for men of small means to enable them to comome 
tbpir resources an/ efforts in the promotion of the prodtmtion, distribu- 
tion or consumption of the goods or services in which they have a commori 
i/terSt ”* Suahty of interest is thus the fundamental principle of 
cooperation. This principle is, however, conspicuously absent in the 
typL of societies referred to in the preceding paragraph. 

While recommending enlargement of the tax concessions available to 
thP neJXe societifs, the Taxation Enquiry Commission recognised 
“the need for ensuring that these concessions are available only to genuin 
PonLnalivc societies”** It pointed out certain basic principles of co- 
cooS^S fuiniied b/ 

"sSte^"Sivernment to the effect that its- 

furthiT^sIlgges”/d'"a''proc^^^^^ tax^^concession from 

aforesaid certifieate from the State Government. 


We have given careful thought to this question, 

nec^Ly in -rlier stge^of 

fe?ncSonTo industrial and trans^rt^^^ratives^on^^^^ 

of the country .“>■“ "»* of the TicomSax Act need to be 

that the provisions of Section 14 (d) ot me availa- 

suitably modified so as to secure t ra«if,tipe; the dealings of which are 

ble only to really genuine hich hilfil the basic princi- 

predominantly confined to ’Taxation Enquiry Commission in 

pies of cooperation mentioned Hs RepJr^ Taking all the 

paragraph 68 of ^^^P^.% -tion we recommend that it should be 

aspects of the matter into consideration, we re exemption would 

specifically provided for in the Sec i J . total income exceeds 

not he available to those of Rs. 20,000 obtains 

Rs. 20,000. We may mention here that t of the 

We may also point out *hat 

any way discourage the growth 9^ ^ organisation has an impor- 

fully necognise that the j the country, and that its pro- 

tant place in the social ^ ^ bv^all reasmiable means. The 

motion should be assisted ai^ e g y . ^ ^he exemption is suffi- 

limit of Rs. 20,000 proposed ^y Jor the ^an W 

ciently high to cover a^ost ^ g industrial undertaking would 

the income exceeds this figure, a coop ^nrin^trial undertaking, on its 

still be exempt from tax like fears, in 

profits upto six percent of the capital ?"P y Under the provi- 

accordance with Section 15C of ^ shareholders will also be 

sions of subsection (4) of that Section, as ar« 

exempt from the payment of any tax on me aivmeu _. 

• Report of Taxation Enquiry Commission, Vol. II. Para 64, page 124. 

»* Renorf oft h« Taxation Enquiry Commission, Vot II. par* 68, page 
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•attributabla to the profits of the undertaking exempted from tax. As in 
mr>ct nf the state laws relating to cooperative Societies, there are statu- 
tory provisions restricting the distribution 

societies to 6,25 per cent, the shareholders will not also be, ir* 

■adversely affected. We feel therefore that the suggestion made by us 
while helpful in checking the abuse of the tax concessions intended j 
genuine Soperative societies, would not interfere in any way with the 
growth of such institutions. 

(5) At present, under section 16(3) ot the . 

inffvmp from assists transferred by husband to wife is includiLi. ^ 

husband’s income, but there is no f Si/lmSanS 

the inclusion of income from assets transfeiied by wife to thc^M^^^ 

We consider that a similar provision covering 

b!, wile to ’tr^huiond or wife should 'not 

r tofudod A Jurtber ™.«d,nent way olso bo mode to t,h“ /“‘ion so 
SJ to ooo^ lronefers of Ossets to minor children by the mother. 

(6) At present, in a case where a father creates a trust 

fit (!f his minor daughter with a stipulation that the income oi the Wust 
siou^d be acmmuffi^ added to the corpus and tfiat the daughter 
should be entitled to receive the income only ai ter attaining ma] on 
it has been held by the Courts that the provisions of Section 16(3) (b) 

?f toe tocomo-tox'kct do not apply as the income is not ^ceivable by 
thp trustees on behalf of the minor but is merely added to the coipus^ 

We Jccommeud that the law should be modified tb 

of the minors There may, however, be cases in which the shares or tn^ 
beneficiaries are not definite and tax as applicable to an association of 
persons is charged. Such cases should be excluded. 

(7) It has come to our notice that in certain instances, after transfer- 
ring he owLrship of a residential property to his wife or minor child 
without adequate ^consideration, toe transferor continues 

nlon^ with the transferee. As under Section 9 (2) of the Income tax /icx 

the Assessable income of a owner-occupied residential property is Inn - 

ed to 10 per cent of the total income of the owner vu. the wife oi th 
minor child who usually has much income there is gcapement t 

proper tax liability. This situation should be remedied by suMOie 
amendment to Section 9(2) of , the Income-tax Act. 

TTnHpr the nrosent law, assessees have to obtain a tax cleat ance 

This cerliheate is ‘o 

ass^ssee’s liability to Income-tax. Excess Profits Tax and Busmess r 
fits^Tlx but there is no mention of the other direct taxes which have 
roSLedTecently. .Action 46A of the .4cl sWd b« 

amended so as to include liabilities under the Wealth-ta.x Act, txpe.uii 
ture-tax Act and Gift-tax Act also. 

(9) There is no justification for giving the marriage and oltodren’s 
ulloianie bblh to the hibaad and the wife where they are separately 
taxable. The law should be amended suitably. 

nnt At nresent only State Government companies. Local authorities 
or Sotirns”" °asissable to income-tax. Any ‘fjf 
utility undertaking run as a department of the btate 
should also be subjected to tax and, for this purpose .provisum should be 
law as envisaged in Article 289(2) of the Constitution. 
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(11) There is no provision in the law at present to assess the incoitte 
received after the cessation of practice or retirement or death of the 
assessees carrying on a profession, like Solicitors, Advocates, Doctors, 
Consulting Surveyors, Engineers, etc. The law Should be amended in 
such a way that even on the assessee’s cessation oj his vocation or retire- 
ment from the profession or death income received after such cessation, 
retirement or death would be taxed. However, in cases where the con- 
tractual obligations of partnerships provide for the payrnent of commut- 
ed amounts to the heirs of the deceased partner, and if the taxes are 
payable by the surviving partners, there should be no tax on the com- 
muted payments received by the deceased partners’ estate or heirs. 
Commuted payments will not be allowed as a deduction from the income 
of the firm or surviving partners. 

(12) There have been many instances where persons acquired com- 
panies which had sustained losses in earlier years, carried on profitable 
business through them and were able to reduce their tax liabilities by 
setting off the earlier losses of the companies when the shares were held 
by different persons. To get over this position, we endorse the recom- 
mendations of the Taxation Enquiry Commission contained in para 73 of 
Chapter IV of Volume II of its Report to the effect that in the case of 
»o-mpanies in ivhich the public are not substantially 'interested, such set 
off of losses against subsequent profits should be allowed only if the 
shareholders in the year in ivhich the income is earned are substantially 
the same, as those in the years in which the losses were incurred. 

PUBLICITY 

7.82. While examining the causes for tax evasion, we referred to the 
secrecy provisions of the direct taxes Acts, and pointed out that, in as 
much as the pressure of public opinion was a major deterrent against any 
offence, the secrecy provisions could be somewhat relaxed. In this con- 
nection, we considered whether information regarding the declared or 

assessed incomes. Wealth, etc. of all taxpayers 
Publication of declared should be made available to the public after the 

income, wealth, etc. assessments have been completed. Weighty 

reasons, both for and against the proposal, have 
been advanced. It has been urged by many important witnesses that 
publication of information about declared and assessed incomes would 
be the most effective method of creating public opinion against evasion 
and avoidance of tax. The taxpayer’s relations, friends, neighbours as 
well as his business rivals and employees are likely to be in the know 
of the approximate amount of his income, wealth etc. and normally a 
person would hesitate to understate them for tax purposes, if he knew 
that it would be published and be seen by these people. In this con- 
nection, it was pointed out that the publication of weekly lists of import 
and export licences by Government has had a very healthy effect. Not 
only was it an effective answer to the complaints previously made about 
favouritism and corruption but also, if any person had got a licence by 
giving wrong information, he was immediately exposed. The authori- 
ties themselves may not be in the know of all the facts relating to a 
particular person but his business rivals are, and that is an effective 
•heck. 

7.83. The main argument urged against the projiosal is that it Will |>e 
an unjustifiable intrusion into one’s privacy and thkt it may eficotim^ 
black-mailiiig and even slandering of honest citiiSefis. We do not feee how 
publication of the figures relating to the income, wealth etc. of a person 
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E rf“thTMesTe'*io“£‘|ate is ””*/Jjt.oT”!Ereov*r, 

Ltr"!. wS aTso’^sid by some witne^es tol » 

0 im. mimoses was not the same as u former might lead 

‘rercfflSLtrr^publicationo^^^^^^^^ 

‘ 3 :rwt.tnt”wrb'SK bTa™w1‘/e SsW 

““hlft^wliUonhl a'^sessmen. proceecilnss .0 be flnabsed. 

7 84. This question was un Irly tar"be 

• It nointed out that the princ p , true disclosure 

STn as'^esre^'should “-f e ^orward^^th a ^uU^and 
of all the relevant facts within his subsequently used against 

any statement made ouT ln"?ncLttx \Tsessment necessarily 

him” * It also pointed out tba^ assessee’s transactions and that it 
involved the detailed scrutiny nature of these tranpctions. 

was necessary necessary to preserve the confidential nature 

While we agree that it necessa > opinion that the 

of the details fpX w^th the same force to the income, wealth 

^nSartd by t"h?as?£Jee himself in the return. 

7.85. It is interesting to note that^ already^being^foUowed in several 
of taxpayers vath income-tax law itself does not PC^nai 

countries. In Sweden, ^ennired to declare his income when he 

the publication, every citizen is req ^^_^^^^ Registration Law which is 

gets himself registered mirnoses This register is kept o^n tor 

pessary for social secur^y p po public during specified I^ours 

free inspection by extracting this information from the 

and even Private publijiers are incomes for the Purposes 

Registers and ^tc In Norway, the figups 

of trade-directory, advertisemen ’ * ^^ojiable for public inspection^lor 

f„d tocome of the taWayere je material 

a period of four weeks. In Italj^tne P that the public could 

lared income as w^l as figures. It is stated that this method 

know the wide gap between the t g increase in the dec- 

nf Dublicity had already resulted follow this procedure is France, 

?irSl incomes. The latest country to follow thl^ P^^^ ^ p ^ h t 

t^hdch has recently decided, as ati a , ® This list is made avail- 

of taxpayers and the founts J t tor anyone who wishes to. 

able for inspection in every rreuv 

consult it. ^ 


7.86. After a careful examination of the pros and cotis of the propo- 
sal, urged mside and outside the committee, we are of the opinion that 
evasion could be effectively checked by making the inforrfiation avails 
able to the public. Two possible methods for giving effect to this decision 
were considered by us lyiz . — 

(i) communication to any member of the public, on the payment 
of a specified fee, the amount of income, wealth etc. declared 
by a person in his return; 

(11) publication annually in a printed b(X)klet form the names, 
addresses and declared income, wealth, expenditure etc. of 
either all assessees or those above a certain limit. 

We leave it to the Government to adopt either of the two methods sug- 
gested aboiw. The necessary procedure to be folloxved may also be pres- 
cribed. 

7.87. Another suggestion examined by us was whether the names of 
those penalised for concealment of income, wealth, expenditure and gift 

taxes should be published. A majority of the 
Publication of penalties witnesses, including certain chambers of corn- 

imposed merce, had expressed themselves in favour of 

this proposal. There is a definite advantage in 
publishing such names, as the loss caused to the nam,e and reputation of 
a delinquent assessee is likely to serve as a more deterrent punishment 
than the penalty itself. There is no reason why persons who have de- 
frauded the State of large sums of revenue should be placed on a better 
footing than persons who have defrauded private parties. In a sense, a 
crime against the State is even more serious and there is no justification 
for showing undue consideration for the feelings of such persons. 

7.88. It may be mentioned that this point was considered by the Indian 
Taxation Enquiiy Committee (Todhunter Committee) of 1924-25. Even 
though it emphasised the importance of the maintenance of secrecy in 
income-tax proceedings, it recommended that— 

“the adoption of the practice of publishing in the annual reports 
a list of persons penalised for income-tax offences would 
possibly operate as a deterrent to the commission of such 
offences and may be tried”.* 

While the Income-tax Investigation Commission came to the conclusion 
that there was much to be said in favour of this proposal,^ the Taxation 
Enquiry Commission thought that, because of the long time lag, very 
little useful purpose would be served by such publication. We may men- 
tion that in Australia, a list of the persons penalised for income-tax 
offences is published annually and, in the United States of America also, 
full publicity is given to the discovery of tax frauds and the punishment 
meted out to the evaders. We have considered the matter carefully and 
come to the conclusion that, in view of the deterrent effect it would have 
on attempts at evasion, the names of all persons in whose cases penalties 
have been levied for Rs. 5,000 or more for the concealment of income, 
wealth, expenditure etc. should he published by the Commissioners, in 
the gazette as well as in the press, giving details of their names, addres- 
ses and amounts of penalties. If the assessee concerned is a company or 


’^Report of Indian Taxation Enquiry Committee (1924-25), 
Para 250, page 213. 
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firm the names of all the haJ^been establish- 

W a.s- the case may be, should be responsible for the 

ihni only a particular director o? . rtitpr the penaltij ha.s‘' 

become final in appeal and Jiscreiioa (o withhold the pub- 

Ucaiion of iiaiae.s in -^Mable cMses hut ije ; ^,,,o,a.d be given 

such information ^i^piwut rnenfiomng the names 

in the annual administration } m^ees^orv as in its absence, nt' asses- 
of such persons. This provision is ,,,, „jore and, in order 

Se i= likely t„ ,-,g. ee 1“ !>“>,;■ f eealest the levy tooth 

to avoid publication ol ' We’are lurlhc#o{ tho view that 

SsVSSich" i.„.a tv,.,,. »ce...aul should oho 

be given similar publicity. 

AROUSING PUBldC CONSCIENCE , „ .,,si.,n 

7.39. The question of ^c 

has, of late, gained much y'}l\vho are known to be tax cvac ei ^ 

that, so long as wealth> nosition in soek-ty, busine.ss and i>uln.c 

continue to occupy ‘f" '"' P® /' ...yu^^ine public conscience against tax mm- 
life there is no posisibihty oi ci . ^vinpr*'illv one oi resenimeni, but 
Sion. The attitude o( the i;““5.“ «SeVf,ge ».le evasion. Wo eonsi- 
largelv ineffective at present, again. i,^. eliminated onW 

Jer that, in the Otimate analys^. tax S 

by arousing public made earlier, such as, stifler penalties 

of the suggestions which we^ have^mad^^ declared tneovnes 

. Sd SsirpuKlicatic^^^^^ ’ puWirlonsciS^^^^ ' fa 


'» piet rSfo fndGtlms 

»■' ="s\,ShSsf“Se;iiif 

put to proper use. ^ 

(iii) No official patronage recogmUon^^ in 

to persons who ^proLedings have been taken. Such 

whose case prosecution ?h ” y _on,e a member ot any 

a person should not hv Govenimenl. We 

Committee " e^'on by the evidence given by 

were impressed, in this that, even under th? 

a retired Commissioner of f used to be con- 

British regime, ',e and that in one case the 

suited before awarding , _ nerson was withheld because. 

conferment of ^ J V," ’h' iba' the person concerned 

at the last minute, it was found tna, i 

was a tax evader. , , , t v 

(iv) Tax evaders should ‘^s(ftVrt'\he"v^^^ 

^ ' by the Department ’ ^^on pays and that avader-s 

in the ^?^^removed. ‘Prosecution proceedings 
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(v) The co-operation of the 0 ^ 1 : 0 nbers of commerce and othei' pro- 

fessional bodies such as bar associations, medical associa- 
tions etc. should be enlisted in the matter of wiping out eva- 
sion. 

(vi) A special drive should be undertaken to rouse public conscience 

by enlisting the co-operation of leaders in the various walks 
of life, 

CONCLUSION 

7.90. From the discussion in the preceding paragraphs of this Chapter, 
ft should have bpj^ome abundantlv clear tliat the prol^lem of avoidance 
and evasion consftfiites a challerige to, and becomes the responsibility of, 
not the Administration alone but all the three branches of Government, 
viz., the legislature, the execulive and the judiciary. It would be appro- 
priate to close this disciession ^vlih a quotation from President Roosevelt's 
message to 75th Congress. Pointing out that, when the legitimate 
revenues of the State are attaclced, it constitutes an attack on the whole 
structure of government, he added — 

‘The three great branches of the Government have a joint concern 
in this situation. First, it is the dutv of the Congress to re- 
movQ new loopholes do^bsed by attorneys for clients willing 
to tal^c an uncvUucai advantage ol society and their own 
Government. Second, it. is the dutv of the executive branch 
of tlic Government io collect taxes, to investigate full all 
questionable cases, to proscoiito wiiero wrong has been done, 
and t'i make rccoT-nrnoridations :or closing loopholes. Third, 
it is hie duty of dse e.^urw to give full cevnsideration to all 
the evidence whicri rj cnp- to an objective of evasion on the 
part of the taxpayer'7'^' 


,1^ 




Hearings before the Joint Committee on Tax Evasion and Avoidanceqi937), p. 6. 
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ADMINISTRATION 


INTRODUCTORY 

8 1 We now proceed to discuss the organisation necessary for securing 
a proper and efficient administration of the direct taxes laws I he views 
exoressed both by official and non-official witnesses on the adrnmiBtrative 
machinerv give sufficient indication that the Income-tax Depai tment 
needs to be strengthened and revitalised for improving its efficiency, in 
order to be really effective, the administrative machinery requires not 
oniv to be properly organised but must also be adequately equipped 
with the necessary personnel and material. Our suggestions contained 
in this Chapter have been made with this end in view. 

CENTRAL BOARD OF REVENUE 

!1 The present organisational set up of the Departm^t is given in 
.\piedLes VII to IX. At its apex is the Central Board of Revenue which 
is' Tcsponsibie for administration of the various direct and indirect 
cfniral ’'evenue laws in the country. The Board exercises overall super- 
vision and control over the several administrative and -suDordmate 
authorities functioning under the vfirious statutes. Though the^ 
of Inland Revenue, which preceded the Central Boar.,, of Revenue estab- 
lished under a Central Statute in 1924, was concerned only with the 
admh'istralion of the Income-tax Act, the Board as at present constituted 
administers as many as fourteen Acts relating to both mrect and indirexl 
tc.xe:. Of these, income-tax, customs and central excise provide the 
bull' of the revenues and are the main tax laws administered under the 
ae- is of the Hoard. The administration of indirect taxes was combined 
with !hat of direct taxes, in the hands of one common Board, _ on the 
lecornmendations of the Indian Retrenchment Committee, 1922-23. The 
recent introduction of the various new direct taxes viz., estate duly, 
wf'allh-tax, expenditure-tax and gift-tax, under the integrated tax struc- 
ture’ and the expansion of the field of central excise levies have consider- 
ablv added to the volume of work which the Board has to hand.e as the 
ariex of tlie revenue collecting machinery. Apart trom the fact that admi- 
n'i.stration of tax enactments presents technical and complicated problems 
of facts and law, the vast organisation of the various departments under 
the Board can be gauged from the fact that the total number of 
sanctioned staff in respect to them is 56,704 at present. The total tax 
revenues of the Government under both direct and indirect 
increased from Rs. 71 crores in 192.3-24 to Rs. 82 crores m 1938-^ to 
Rs. 385 crores in 1948-49 and to Rs. 640 crores m 1958-59. The budget 
estimates for the current year, 1955-60, amount to Rs. 701 crores 

8.3. Besides exercising general administrative and executive control 
under the various central revenue laws, the Central Board of Revenue 
Functions also functions as the Department of Revenue 

of the Government of India. In the latter 
capacity, it advises the Government on fiscal matters and also exercises 
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ouch powers and performs such functions as are enjoined 

Government by the various, tax kws In enable to 

function in this dual capacity, the Chairman Members and 

the Board have been given ex-officio status m the ^cnti al Secretai ut sM 

up. As such, they hold the posts of Additional, "rcnective 

Secretaries to the Government of India, according to their lespective 

^ai^if offices in the Board. Thus the adminictrative 

Central Board of Revenue and the Secretariat duties of the Department 

of Revenue have be6?n combined in the same peisons. 

8.4. There has been criticism of this functioning of the Central Board 
of Revenue m dual capacity. Although the Board was created with the 
object of relieving the Secretariat of the Government of India ot its 
detailed administrative functions in regard to the collection of revenue, 
it was pointed out that it had been functioning more or less as a Govern- 
ment Secretariat and hence the very purpose of establishing it as a 
purely administrative body responsible for the implementation of the 
tax laws of the Government had been largely defeated. The Act oonsti- 
luting the Board contemplated tnat it should work subject to the control 
of the Central Government. The various revenue laws adminrstered 
the Board also clearly specify certain powers to be exercised only by 
the Central Government. However, m practice, the Hoard itself acts on 
behalf of the Central Government also, thus combining m itself both the 
functions of policy making and its implementation. It was urged this 
connection that it was not correct in principle for an administrative body 
to deal with policy matters. 

*8.5. We have carefully considered this question and we 
that the criticism made is well-founded or justified. From the very 
beginning, the Central Board of Revenue has 

capacity ^though the Secretariat functions were rather limited m the 
miiial sU^es. In onr opinion it is neither Pro^ctM^or desrrabk to 
divorce administration entirely from policy making. Imere is nc 
ing the fact that policy making divorced of administrative responsibility 
would tend to become theoretical and unrealistic. It is but pro^r, there 
fore, that the Government should be as.sisted by 
administrators in the various branches of 

and difficulties of implementation are given due weight in the formula 

tion of policy. Moreover, separation of the Secretariat functions 

Slv result in establishing another parallel organisation with almost 

simTlar' functions and cause delays, lack of 

in the cost of administration. Experience regarding 

tries has shown that such secretariat organisations 

grow and ultimately lead to the creation of parallel posts 

tariat at all levels. Even if a separation of functions ^ff^ted, the 

Board will have to continue advising the Government on Fiscal PO“*^y’ 

examining fresh proposals of taxation and suggesting necessary modihca- 

tform thi existing Statutes. The Board of Inland Revenue of the United 

Kingdom, on the lines of which the Central Board of Revenue was cimsti 

tuted, though primarily concerned with the general care and raanageme^ 

of the Inland revenues, also deals with policy matters as evidenced from 

the following observations : 

“The most concise definition would be— advise the Ministers on 
questions of taxation policy, conducting necessary Finance 

*Shri K.S. Sundara Rajan, being a Member of the Central Board of Revenue, abstains from 
expressing an opinion on the subjects discussed in paragraphs 8- 5 to 8-13. 
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Bill business, deciding questions of principle raised by the 
public and co-ordination of the various biancne*. 

In India too, the Railway Board has, right from its inception in 
• mctioning as the Central Government in the Ministry of 
formerly ^Department of Railways). The recent decision oi the Gov- 
ernment to constitute a Post & Telegraph Board on the^same 
shows the ^‘^^^"tages obtaining m ^ ^por all these reasons 

as the Department oj Revenue. 

Rfi A suerestion was made to us that the administration of direct 

+-i-cs^ shoidd^be separated from that of indirect taxes as is ‘^ytammg ir 
ta.ts snoiua oe h ^ ^ ^ pointed out that tne 

Separate Boards for quantum of work whidi wa*"' comparative y e .'S 

direct and indirect beginning and could be managed oy a 

taxes small' Board consisting of two ^embere i^d 

increased tremendously since /h'"' 

1959 . The collection to Rs- 203 crores in 1948-49 and 

in 1923-24 as well as in 193o 39 The budget 

toi thlm to Rs. 236 crores in Irores The 

■estimates for taxes totals to 20,246 

stall- sanctioned foi the admin. about 4 500 in 1947 and, of course, 

as on 1st April 19 9 “,‘'an integrated tax 

s^Stu'^rby the introduction of the 

have also to be administered b> the bien a considerable 

ably added to 'h' ;i‘’‘’l";Xert“axatIon the revenues collected as well 
S'trpttso™e“m;t.;td*trthr& and central Excise Depart- 

men Is. 

.8 7 Beside the Chainnan, the Central Board of aJ. 

con tituted, has two Members in charge of direct axes and thre^ to ad 

SrS^tn^dlStxra‘S°d“.K^^^^^ 

has its own technicalities and complications. 

8.8. In its 49th Report dated 28th March 1959, Estimatex^Comnuttoj 
(1958-59) of the Parliament has stated The functio ^ ^ ^Yie 

Board of Revenue are largely ' The Members 

Roard to whom specific functions are entrusted * r 

mtet togeThras'^a Board only lor administrative maUers lor dectdmg 

points of common interest, such as, reciuitment. p has also 

Ltimates Committee, while discussing this f > 0 ^^. 

r^bcerved that “In any case they fail to appreciate the necessity 
ina a^Board unless Members of the Board function jointly ’ 

I7cts” We are in full aefreement with the above observation. While 
fmder’cle^rly defmed rules^ it should be possible for the Me mbers to act 

^Report of to review the Orgervisation and Administrative Methods 

of the Iiih»d ReveuYie Department of U.K„ 1950. P» 5 e 25 , P»ra »*• 
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on behalf of the Board, individually, m respect of day-to-day matter^ 
specifically allotted to them, they should act jointly on important techni- 
cal and administrative problems. The direct and indirect taxes laws have 
very few common points and in view of the varying problems of a com- 
plicated nature arising under the different enactments, joint functioning 
nf the Board may not prove very useful. It is seen that in the United 
kingdom the Department of Customs has from the very b^inning been 
administered by a separate Board, whilst that of Central Excise, vmich 
was initially working separately and was later on combined with Income- 
tax under the Board of Inland Revenue, was transferred in 1909 to the 
Board fnr Customs. Thus, the Board of Inland Revenue has, lor the past 
hO years been mainlv in charge of the administration of only the direct 
kiivs This clearly indicates the advantage of having separate 
Boards for direct and indirect taxes. In India, the Customs and Central 
Exci.se Departments have been merged into one Depni'tmerit with a com- 
mon service cadre and personnel. Thus in effect, there are two separate 
and distiriel Wings of administration of direct and indirect taxes. Wc 
feel that it mill facilitate, the joint functioning of the Board, to a large 
extent, if the adm.inist ration of the direct taxes and that of indirect 
taxes 'are entrusted to tioo separate Boards. This will result in a more 
effiennt administration of the different tax laws. However, as the new 
direct taxe.s have been introduced recently and the bifurcation o.f the 
present combined Board might involve additional expenditure, we do 
not recommend the immediate formation of two separate Boards for 
direct and indirect taxes. We suggest that for the present there should 
be two distinct Wings of direct and indirect taxes in the Central Board 
of Revenue with a common Chairman. The Chairman should co-ordinate 
the functions of the various Members, preside over the meetings of each 
of the Wings as well as over their joint meetings and be responsible for 
the efficient working of the Board as a whole. In the absence of the Chair- 
man, the senior most Member of each of the Wings should preside and 
conduct the deliberations at their separate meetings. We believe that 
this administrative bifurcation will result in better discharge of the joint 
responsibility of the Board and improved Co-ordination of work as between 
the Members. After examining the working of the two separate wings 
as suggested by us, Government may consider the feasibility of consti~ 
luting seperate Boards for direct and indirect taxes. ... 

8.9. We consider that the Members of the Board should function joint- 
ly while taking important decisions such as those involving interpreta- 
tion of fiscal statutes, decisions on appeals, wrffe off of arrears and settle- 
ment of cases above a certain limit, and on matters of administrative policy. 
We .suggest that a list of functions of the Central Board of Revenue where 
the Members should function jointly and individually may be drawn up 
and strictly adhered to. We agvee with the recommendations of the Esti- 
mates Committee that there should not be frequent changes in the status 
of the post of the Chairman or in the composition of the Board. 

8.10. At present there is only one Secretary common to both the De- 
partment of Economic Affairs and the Department of Revenue. In the 
present context of planning and vast economic development in India, the 
Secretary of the Economic Affairs Department has already his hands 
too full with duties and responsibilities of a very onerous nature. 

When one is so preoccupied with the problems relat- 
Chairman Economic Affairs Department, it is difficult 

for him to pay adequate attention to the complicated affairs and problems 
of the Department of Revenue- The importance of revenue in the present 
times necessitates, in our opinion, a whole-time Secretary for the Depart- 
ment of Revenue. We, therefore, suggest that there should he a separate 



Secretary for the Department of Reveiiue and this post ana that of the 
ChaiTTuaii of the Central Board, of Revenue should, be combined. There 
should be, however, periodical joint meetings betv/een the two Secretaries 
oi’ the Departments of Economic Affairs and Revenue with a view to eO'- 
ordinating the policies and related problems of their res]>ective Depart- 
ments. 

M.TL 7\s stated, earlier the administration of the direct taxes is at pre- 
sent looked after by two Members of the Central 
Members lor direct Board of Revenue- Upto 1953 there was only one 
Member in charge of inconie-tax and the two allied 
! taxes viz., Excess Profits Tax and Business Proliis 

Tax. ‘With the introduction of estate duty in 1953, another Member was 
then added to deal with estate duty matters as well as to share a portion 
of the increased work relating to income-tax. Evem though with the in- 
Iroduetion of the integrated tax structure three new direct taxes viz., 
wealth-tax, expenditure-tax and gift-tax have been added, there has been 
no further addition to the riumber of Members in the Board dealing with 
direct taxes. There is a g^?neral feeling that the two Members are very 
much over-worked with the result that they are not able to devote full 
attention to all matters coming up before them. The increase in the 
volume of work and its complexity leave very little time to the Members 
to keep in constant and personal touch with administrative and executive 
units in the field or with representatives of commercial bodies and the 
lax-paying public- As already stated, the direct taxes administration 
employs at present over 20.000 persons spread throughout the country. 
The success of administration, particularly in the field of navenue, 
depends on proper organisation and control, the maintenance of the highest 
standards of integrity in the service and the establishment of good public 
relations. All these req^iire the full time attention of a senior officer and 
toe. therefore, suggest that there should he one more Member m the Board 
to look after the general administrative and orga.nisational matters of the 
direct taxes. There should not, however, be any addition to the BoarcFs 
secretariat staff consequent on the appointment of this Member. 

8.12. There will thus be three Members in charge of the administra- 
tion of direct taxes- As regards the distribution of work amongst them, 
we suggest that one of them may be in charge of the technical and policy 
matters relating to income-tax, the other may look after such matters 
relating to the other direct taxes and the third may see to the general 
administrative and organisational matters including vigilance, public re- 
lations, training, statistics, research and publications. It should he laid 
down that each Member can function independently on behalf of the 
Board in respect of the specific work allotted to him and that all orders 
passed by him should he treated as orders of the Board. In respect of 
appeals, however, it should he provided .that at least turn Members of the 
Board should hear them jointly. As we have recommended in the Chapter 
on Collection and ^ Recovery applications for settlement, write off, etc. 
should be dealt with by the Chairman and two Members acting jointly. 
On matters of administrative policy as toell as those relating to promo-- 
tions and postings of officers, all the three Members along loith the Chair- 
man should take a joint decision. 

8.13. It was represented to us that the rightful aspirations of the per- 
sonnel of the Department in rising to the highest rung of the ladder in 
the administrative set up could not be realised as the Members of the 
Central Board of Revenue were generally appointed from amongst the 
T.C.S. or Pool Officers. It was pointed out that this was not the position 
in other Services like Railways, Posts & Telegraphs, etc and ther^ the 
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senior departmental persons were appointed as members of their res- 
pective B^rds. We lind that as on 31st October 1959, ^wo of the three 
Members, who were in charge of indirect taxes in the Central Board oi 
Revenue were senior officers of the Department of Central Excise and 
Customs. It is seen that except in one or two cases and that too lor 
short periods, no senior officer belonging to the Income-tax Department 
has been appointed to the Board to hold charge of direct taxes. We agree 
that the legitimate aspirations of the departmental personnel and then 
due rights should be safeguarded. At present officers of the Department 
are recruited from the combined competitive examination held by the 
Union Public Service Commission, and we are confident that senior offi- 
cers who have to their credit long and meritorious service would be wcli- 
ffiled U) man the posts of Members of the Board. We. therefore, suggest 
that at least half the Members of the Board dealing with direct taxes 
should he selected from amongst the officers of the Department. This 
will not of course, preclude the Government from appointing selected 
Pool Officers who will bring a fresh outlook and varied administrative 
exoerience to the Board. We agree with the recommendations of the 
Estim.ates Committee that an opportunity should be provided for intro- 
dnemg new blood and fresh outlook in the Board from time to time and 
hence no p^wson should generality stay as a Member foi iiioie tJiaii fiiu 
years. This restriction need not be observed rigidly in all cases and suit- 
able ad iuOments may be made as required for admini.strative conveni- 
ence. 


8.14. In this connection, we welcome the policy of the Government 
in constituting a Central Administrative Cadre of Pool of Ofliceis fioni 
different services. In the past, however, the numbi'v of officers selected 
from Income-tax Department for the Pool was negligibly small compared 
with the total number of candidates available. The Class I cadre of the 
Income-tax Department is larger than that ol any other Central Class I 
service but their share of the Pool posts is one of the lowest. We. there- 
fore, wish to emphasise that the recruitment of the officers of the Income- 
tax Department to the Central Pool should be increased considerably 
and greater facilities made aimilable to them to acquire experience of 
other work. 


8.15. The Secretariat of the Central Board of Revenue consists of ad- 
ministrative and technical wings. In view of the complicated nature of 
problems in both the wings it is but proper that officers and other staff 
of the Department who hare field experience should, as far as possible, 
man these posts. Posts of Assistants in the technical section should also 
be filled by selected Class III prcsonnel of the Department. In dealing 
with this aspect of the problem, the Estimates Committee too has opined 
that “Since the Central Board of Revenue is the co-ordinating agency 
for all the revenue departments, it would be desirable to have persons 
with first-hand knowledge of the working of the different deoartments 
under the Central Board of Revenue at all levels. There should also he 
a periodical exchange of officers and staff between the Board and the 
field offices”. 

8.16. The Central Board of Revenue has constantly to deal with ques- 

, lions of law arising out of the admini.stration and in 

Legal Adv ser terpretation of the provisions of the different tax 

statutes. For this purpose it often seeks expert legal advice from the 
Ministry of Law. The various tax matters before the Supreme Court 
ore at pre.sent handled by the Central Law' Agency of that Ministry. It 
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was suff^ested by some witnesses that instead ot this arrangenmnt it woidd 
be more advantageous to have a self-contained legal branch under the 
Siaid Useii as was obtained in U.K. and U.S.A. In our opinion, a com- 
nlete switch over is not necessary at present and will lead to considei- 
able additional expenditure. We, however, feel that in order to provide 
the Board with expert legal advice in day-to-day work, a senior souciim 
or adwocate with adequate experience tn direct taxes matters should be 
appointed as Legal Advisor in the office of the Board and groen appro- 
priate status and pay. This will not, however, preclude the Board trom 
eonsulting the MinisLrv of Law and obtaining its, authoritative opinion 
whenever so deemed ‘necessary. The appointment of this ollicer wrU 
eliminate delays in disposal, help in improving representation ot the Ue- 
partment’s view point in appellate and reference matters before the 
Tribunal, High Courts and the Supreme Court and avoid too many 
rcl'erences to the Ministry of Law. 


8.17. While on this question w'e wish to refer to the representation 
made by some departmental witnesses that besides there being delay m 
the sanctioning of Standing and Special Counsel for the Department for 
representation on tax matters, the Government were reluctant to pay 
the high fees usually charged by experienced and leading members of the 
Bar. As a result of this the department’s case on legal issues was not 
alw'ays as effectively presented as it should before the various Courts of 
Law.” A.s' the decisions on revenue matters affect not only the particular 
case, but also have a bearing on a number of similar cases involving the 
same points, we desire to emphasise that there should be no false economy 
in this matter and that the best available legal representation should be 
secured for the Department. The extra expenditure involved will be 
met more than several times by the resultant gam to revenue. 


DIRECTORATES 

8.18. At present the following three Directorates are attached to the 
Central Board of Revenue: — 

(i) Directorate of Inspection (Income-tax). 

(ii) Directorate of Inspection (Investigation;. 

(iii) Directorate of Inspection (Special Investigation). 

The.se Directorates assist the Board in the supervision, control and co- 
ordination of the administration of income-tax and other direct 
» The Directorate of Inspection (Income-tax) which was set up in 194U 

* covers a wide and varied field of activities. It examines the ii^pection 
M reports of the Inspecting Assistant Commissioners and the Commi^ 

sioners of Income-tax on the work of the Income-tax Ofiicer.s in 

* their respective charges with a view to judging the quality of the assess- 
ment work and effecting improvements wherever necessa^. It 3l^ 
conducts departmental examinations for the various categories of staff, 
deals with technical problems, organisation and methods of work and 
other establishment matters including preparation of certain statistics. 
The magnitude of the task allotted to this Directorate is such that it is 
not possible, in our view, for one Director to discharge all the duties 
efficiently. In our opinion, one of the important duties of the Directorate 
should be to carry out inspection of offices of the Commissionere as woll 
as Assistant Commissioners. It should also test-check the inspection 
work done by Inspecting Assistant Commissioners. If mspection is to 
be done on the lines suggested by us. a Directorate, exclusively for ms- 
pection, weuld be fully justified. 
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8.19. We find that the preseni arrangemenis for collection and com- 
pilation of statistics suffer from several dehciencies and require improve- 
ments. This work, which is at present spread over and lacks co-ordination, 
requires full time attention under one unit. The research aspect of such 
an important department like that of the direct taxes is also not being 
properly looked into at present. We, therefore, suggesU that the other 
items of v/ork done by the present Directorate of Inspection, tnz., collec- 
tion and compilation of statislics, conducting of departmental examina- 
tions, training, research in the field of direct taxes as well as publication 
of rnanuals, etc., should be transferred to a new Directorate. 

8.20. The vigilance work of the Department, which is now in the 
charge of Directorate of Inspection (Investigation), has not received the 
attention it deserves because of the work of investigation entrusted to 
this Directorate. From the statistics furnished by the Board given in 
pa digraph 8.23 below, we find that a considerable number of departmental 
proceedings against the gazetted and non-gazetted officers is pending 
disposal and a good portion of it for more than a year. We have also 
commented m the Cliapt^'r on Evasion and Avoidance that no intelligence 
work on Its own, has been done by the Directorate of Inspection (Investi- 
gation) and that it no^'inally waits for information to come to it rather 
than itself lake the initiative in getting the information. On careful 
examination, we feel that this Directorate should also be split up into 
tvro, namely, a Directorate of Vigilance and a Directorate of Investigation 
and Intelligence, We understand that the Directorate of Inspection 
(Special Investigation) wUl shortly cease to function after it has com- 
pleted the task allotted to it. Thus, as a result of the rationalization of 
the functions and re-organization of the Directorates, there will he the 
foUowinq four Directorates to work under the supennsion and control 
of the Central Board of Revenue: — 

(i) Directorate of Inspection; 

(ii) Directorate of Investigation and hitelligence; 

(iii) Directorate of Vigilance; and 

(iv) Directorate of Training, Statistics, Research and Puhlications, 

8.21. The functions of the Directorate of Inspection should he to carry 

out administrative inspections of the offices of the 
Directorate ot Cornviissioners and Inspecting Assistant Conimis- 

Inspection. s'loncrs of Income-tax tnchiding the ^gvoup charges . 

It should lay down the general policy for inspection 
of the work of assessing officers by the Inspecting Assistmit Commis- 
sioners, examine and review their inspection reports and. also testcheck 
them f 7 ‘ 07 n time to time through personal inspections. It should invite 
the attention of the field officers to the defects observed in the inspectio^ 
carried out and suggest remedial measures to overcome them. The 
Directorate should ffiso have a ‘special celT to review continuously the 
organisation and methods of working of the Department and suggest 
necessary measures for improving them. 

8.22. In the Chapter on Evasion and Avoidance we have discussed the 
functions and duties of the Directorate of Investigation and Intelligence. 

This Directorate will have attached to it six ex- 
Directorate of In- perienced Assistant Commissioners working as Specia- 

TntliUcence^^ problcms in respect of specified 

® ’ important industries and trades like textiles, iron and 

steel, sugar, cement, mining, etc. 
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8 . 23 . It IS of ihe utmost importance that the revenue administration 
shouldr maintain the highest standards of morality 
and integrity. Besides keeping a coiistant vigil over 
igi aiicx', large number of personnel at different levels, the 

Directorate of Vigilance should see that cases of complaints and disciplh 
nary proceedings are expeditiously dealt with and ensure that dishonest 
officials are properly brought to hook. As observed earlier, the vigilanea 
work has not been handled the Departnient a$ exi^editicusly as it 
should have been. The foriowing figures furnished to us by the Central 
Board ot Revenue siiow the volume or \dgiiance work which is bound to 
increase as a result of a stricter watch and enquiry by the Directorate on 
its own, in addition to acting on complaints received from outside: 

TABLE I---DISPr)SAI. OF COMPLAINTS AND DEPARTMENTAL 
PROCEEDINGS DURING ITiE L/^.ST THREE 


io;^6-57 I957-5S 195^"59 


I 2 ? 


A. Corntnianis. 

(i) No. of complaints for disposal — 


((2) brought forward .... - 

100 

96 

,I2S 

(b) current ...... 


26 T 


Total . 

; 5 S 

357 

366 

(u) No. disposed of by — 

{a) filing as baseless without enquiry 
(0 filing as baseless after enquiry. 

.55 

86 

89 

S •) 

1 22 

(c) initiating departmental j.'>roceedings 

23 

78 

3^ 

(d) taking other action ..... 

2 

2 


7'otai. ■ 

162 

229 

2.42 

(«V) Balance ; (t) minus (if) pending for — 

0) less than one year ..... 

55 

65 

98 

(b) one year and more ..... 

4?: 

63 

26 

T'u'ial. 

96 

128 

12.4, 


B . Departmental proceedings 


(t) No. of departmental proceedings for disposal — 


(a) brought forward 

14 

22 

78 

(b) current 

25 

■78 

31 

To'i.al . 

39 

1 10 

109 

(u) Nc. finalised resulting in — 

(a) dismissal or removal from sendee . 

3 

8 

9 

(b) reduction 

2 

3 

5 ■ 

(c) withholding of increment or promotion 

I 

10 

12 

(a) other action 

I 

II 

29 

Total 

7 

32 

55 

(fU) Balance (i) minus (ii) pending for — 

(a) less than one year 

^5 

41 

30 

(ft) one year and more ..... 

7 

37 

24 


33 78 54 


Total 


It is very essential that the complaints remaining to be inquired into 
and cases in which disciplinary proceedings are still pending are disposed 
of quickly. Besides looking into the complaints received from the public 
it is equally important that the Department should itself initiate inquiries 
and otherwise keep a constant vigil over the personnel of the Depart- 
ment. We have, therefore, suggested the formation of a separate Direc- 
torate of Vigilance. This Directorate should also examine and record 
the wealth statements of the gazetted officers of the Department. It 
should keep a proper watch over the standards of living of the officials 
al all levels with a view to detecting corruption and other malpractices. 
We are dealing in later paragraphs the extent and causes of malpractices • 
and the steps required to be taken for preventing them. 

8.24. We are discussing later on in tliis Chapter the question of pro- 
per training wdiich is required to be imparted to the Departmental 
Directorate of Traiaing personnel. Besides looking after the work 

Statistics Research and, of the Training College for the gazetted 

Publications. officers, this Directorate will also co-ordinate 

the training programmes of the non-gazetted staff. It will be respcmsihle 
for recruitment of personnel at all levels and for conducting the depart- 
mental examinations in respecr of both the gazetted and non-gazetted 
staff. T1 e Taxation Enquiry Commission had pointed out several deh- 
ciencies in the statistical material collected by the Departmental and had 
suggested an overhauling of the statistical organisation. We find that 
certain changes in the methods of compilation and presentation of the 
statistics have since been made by the Central Board of Revenue. How- 
ever, as stated by us earlier, the entire system of collecting and com- 
piling of necessary statistics is required to be rationalised and entrust- 
ed to one single organisation. We ourselves experienced considerable 
difficulty in obtaining the relevant statistics required for the purpose of 
our enquiry. Statistics are an important means of administrative control 
and policy making and it is essential that they should be accurate, com- 
plete, properly compiled and correctly interpreted. We understand that 
though in the past the statistics compiled by the Department were being 
pubiished and made available to the public, this is not being done al 
present. This state of affairs is unsatisfactory and has been adversely 
commented upon by various organisations. The statistical data should 
be made available freely and promptly to the public so that it may not 
lose its importance and significance. The new Directorate which we have 
suggested should prescribe the form for reporting statistical information 
by the subordinate offices and test-check the accuracy and completeness 
oi' the data furnished. It should compile all the statistical information 
relating to the administration of direct taxes and interpret it for 
purposes of hudgetory policy and administrative control. The present 
office of the Statistician (Income-tax) should he merged with the propos 
ed Directorate. This Directorate should also assess the wwkload of the 
Department from time to time and determine the requirements of the 
officers and staff for the entire administration. 

8.25. The Central Board of Revenue has the responsibility for advising 
the Government on various matters of tax policy. In order to do so, it 
is necessary for it to study and analyse the various problems arising in 
the administration of the direct taxes, the effect of the important changes 
in the law, the impact of direct taxes on the economic life of the country 
and various other aspects of the tax structure as a whole. At present 
there is a small ‘Research Wing’ in the Directorate of Inspection (Income- 
tax). In our opinion^ proper and extensive research study in tax matters 
should be undertaken by the Diractarate proposed by us to he in charge 
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of training, statistics, research and publications. A ‘Tax Research Wing’ 
has recently been set up in the Department of Economic Affairs for un- 
dertaking studies of the tax policies of the Government as a wiiole. We 
suggest that there should be proper co-ordination and liaison between the 
studies undertaken by this Unit and the research organisation of this 
Directorate. This Directorate should also he in charge of the pubhcation 
of tax literature, books and manuals, bulletins and journals, etc., which 
we have dealt with at length in the Chapter on Public Relations. 


b.2f). Another important point to which we have to draw particular 

attention is the absence ot an annual report ol 
Annual Administraiion the administration of the direct taxes. We 

Report. understand that an annual report used to be 

nublished by the Department several years ago but has since bee n dis- 
continued, presumably as a measure of economy, Depm'trnent, at 

ore.sent, prepares only certain revenue statistics compiled by the Statisti- 
cian (Income-tax) and cyclostyled copies of these are sent to the Chambers 
of Commerce and other organisations but they are not miide freely 
available to the public. In our opinion, it is very important that the 
oubbe should be provided with precise and comprehensive infonnation 
relating to the administration of the direct taxes from year to ye^ar. 
Th s will enable the interested members of the public to appreciate the 
achievements and difficulties of the Department and thus help in mini- 
mising uniformed criticLsm. It will give an idea of the problems which 
the Department has had to lace and the steps taken to tackle them, it 
will also provide useful infonnation for analysing and interpretii^ the 
trends in national economy, the impact of various tax^ on the different 
sectors and other relevant data. The Inland Revenue Department of the 
United Kingdom has been publishing an annual report of its administra- 
lion for more than a century and these reports are formally presented 
to the Parliament as well. We do not see why a similar practice be not 
tollowed by the tax administration in India. We there ore recommend 
that an Annual Administration Report should be published by the 
Department and laid on the table of the Parliament. This report 
include information on the salient features of the Administration during 
the year, important changes effected in the direct taxes laws, iule.s an 
regulations, steps taken for checking tax evi^ion and the results achieved. 
It ^should also give statistical information about the number ot taxpayeis 
m the different income groups and according to various sources of income, 
ihe^ number of assessments completed and pending, and the taxes le-^ed. 
Sllected and outstanding. It should contain statistical information with 
regard to the number of new asse.ssees brought ® 

aooeals and references and tax relief given, writes oft effected, voluntaiy 
disclosures settled, penalties imposed and publicised, prosecutions launch- 
ed and all other relevant and important information relating to the 
administration of the direct taxes during the year. 

8 ‘>7 The four Directorates suggested by us should be attached offices 
of the Central Board of Revenue and function under its general control 
.s s the pos i orin respect of the present Directorates. Each of the four 
Directois^who will be a senior Commissioner, drawing a special pay of 
Ks 250/- per month should have under him Deputy Directors and Assis- 
tant DirectSs drawing as at present ‘special pay’, and the requisite staff. 
Whik oSfon^ing thefr functions, the Directors should see that they do 
nnSmine the authority of the Commissioners of Income-tax in 

imits They should ordinarily obtain the concurrence of the 
cS bS of Rev™* while issuing instructions ot a general nature 
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to the field officers. Having regard to the workload of each Directorate, 
we suggest that the strength of the gazetted officers should be as under: 


Name of the Directorate 

Deputy Directors 

Assistant Directors 

Directorate of rnspecrion .... 

5 

2 

Directoraie of Investigation & Intelligence 

3 pltis 

6 Specialists 

4 

Directorate of Vigilance .... 

3 

I 

Directorate of 'Friiining, Statistics:, Res :‘a.rv.h ^ 
publiC'Hioos ...... 

- 

2 Asst. Directors 

1 Statistician 

2 Assistant Sfeitisti- 

cians. 


COMMISSIONER OF INCOME-TAX 

8.28. The field administration of the Department is divided into 
eighteen distinct units — each in charge of a Comm’issioner. Sixteen of 
such units are formed on territorial basis and the remaining two, called 
Central charges, have be?en constituted without reference to any particular 
area for dealing wiih inve.stigation cases specifically assigned to them by 
the Central Board of Revenue. The territorial Commissioner’s charge's 
have been formed keeping in view various factors such as State boundaries, 
number of ac-jsessments and assessing officers, revenue potential, ei.e. Our 
attention was drawn to the wide differences in the span of the various 
unit? as at present constituted. It was urged before us that to enable 
the Commissioners to exercise effective control and supervision over 
the admini-stration, the number of assessing officers should not exceed 
,h0 to 60 in a charge. In view of the fact that for administrative conven- 
ience the different Commissioners’ charges should, a.s far as possible, be 
co-extensive with the State boundaries, and as the various parts of the 
country are not economically and industrially developed to the same 
extent, it is not practicable to reorganise the various units strictly on the 
basis of the number of officers working under each Commissioner and the 
revenue collected in each charge. We understand that the Commissioners’ 
charges have been re-arranged by the Central Board of Revenue only 
recently and any large scale reorganisation at present will not only dis- 
locate the administrative machinery but also increase the cost of collec- 
tion. 

8.29. On a careful examination of the personnel and other aspects of 
each C .^mmissioner’s charge, we find that in West Bengal, Bombay City and 
Bombay Noth, the number of subordinate officers is too large and the 
amount of work too heavy to be efficiently managed by the present 
nurnber of Commissioners posted in these charges. In the two Commi- 
ssioners’ charges of West Bengal and Calcutta, which have a common 
cadre r.nd establishment, the sanctioned strength of officers is 280 and 
the annual collections of revenue come to Rs. 65 crores (other direct 
taxes being included). It is difficult for the two Commissioners to look 
after such a large number of officers. Siroilarly, in the two Bombay 
City Commissioners’ charges, the number of officers sanctioned is 239 
and the annual revenue is of the order of Rs. 57 crores. In the charge 
of the Commissioner of Income-tax, Bombay North, with headquarters 
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two prades of Commissioners viz. Grade 1 



,'Mh a p 

t;r;'daTi''r.. 


Ahmedabad, we find lhal 

collection of Rs. 13 importance, we recommend the 

allotted to these charges and tht one for West Bengal 

creation of three addiUonal posts a, ^ third for Bombay wNortn, 

& Calcutta, anorber lor nrefZbly at Baroda. We also 

the headquarters oj the laUer b ^ work of the Commissioner ot 

quep‘'’stpd that with a view to reducing , „ j officers under him as 
Jnrome^aix, ^Madras, who has a moi^^;Wstricts of Madras, 

compared to the \ran^^ to the latter charge. The 

.riiacent to Coimbatore, should ‘^^J'^'^J^"comm:ssioners in future with 

Assi,«nt 

iliii 

.ba lwap«U„. Asa>stant 

CoiTim.'Ssioners as assessing ofi.c.ers. 

prades of Commissioneis - 

-ttOOO/- and Grade II with a pay scale 

-... T:ukr-ffi0.-uia00 It h; s been repr..°senied 
h AV, MK that thts classification mio two grades 
A'’ >hir Comm'ssioners of both the grades are 
,s neither rational nor A'fA„lA A-mAtiA^'^Crarges and perform similai 
admirustrativc neads of thoSgii the diherent Commis- 

fiuti"‘S anti i'iricuot.ad. Ii Qrario I vr Gradf.) Hi Har a din in is 

sK.ners charges havo^en Vveral instances of upgrading 

’I' vi've convenience. t.ncit He on the persons posted to 

;;;,“.ion“obtiiS'd 

therefore, recommend 1C ,j' iA one common grade and get the 

and all the Comrrvssioners ^ ^ of departments ld<e the 

same scale of pay 0>^en ^ot^^ oSeral, Dinisiona!, Comm^swners, 
Accountants General, losi M ^ ■ fht> Income-tar Appellate Tribunal. 

the different Directorates referred to earliei. 

8.32. It was pointed emt 

e,;S?'cateBor,es cd staff deter^ 

and for incurring Hn Saced on their exercise. We ape 

certain undue resliiction. ^ fnne chmild be removed in respect of the 
S the opinion that such and this will do 

awfv" wffhThT^incTeaseAn Jumb^r of references and delays m carrying 
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out the dav-to-day administration. There sJwuld also be a further 
decentralisation and delegation of enlarged powers the 
departments in respect of incurring of expenditure on printing and pu 
chase of stationery, legal charges, etc. as well as imth regard to appoint- 
ments, promotions and transfers. 


3 33 It was brought to our notice that there was a growing tendency 
amongst some of the taxpayers to directly approach the Central Board 
of Revenue over the heads of the Commissioners for the redressing ol 
their grievances. It was stated that such a practice tended to undm-mme 
the authority of the Commissioners and also demoralised the suDordinavC 
officers We have been assured that instructions by the Board are res 
• tricted only to cases w'here they are considered necessary .iov ehmmai- 
ing hardship of assessees and for ensuring uniform standards of ad- 
ministration. We are of the opinion that normally nothing should be 
done to fetter the discretion and authority vested m the subordinate 
officers. The higher authorities should entertain representations only 
when the lower authority has failed to do proper justice to the persons 
concerned. While issuing instimctions on such reprc'sentations, views ot 
the subordinate olTicers concerned should invariably be obtained and 
duly consid 6 r 0 d. Wc wish to emphasisG theit the CommissioncTs should 
continue to b<.' fully responsible tor the day-to-day administrative matters 
in their respective charges. Greater reliance : .'lould be placed on the 
officers on the spot and there should be as little interference with their 
work and authority as possible. 


DEPUTY COMMISSIONERS. 


8 34. We have examined the question whether there should be an 
intermediate grade of Deputy Commissioner between the posts of Com-- 
missioner and Assistant Commissioner. Recently thirteen P^sts of 
Deputy Commissioners have been sanctioned in the scale ot Ks. 1,30U— 
60—1,600. In actual practice, however, none of these posts has been 
filled for certain administrative reasons. These posts ot Deputy Com- 
missioners are intended to replace the posts of Deputy Directo's in 
the various Directorates who at present receive a Special Pay of Ks. Ihu 
per month in addition to their salary as Assistant Commissioners. As 
the posts of Deputy Commissioners or Deputy Directors would generally 
go to the senior Assistant Commissioners, it is felt that a special pay 
of Rs. 150 per month in addition to the regular salary in the scale of 
Assistant Commissioners as obtaining now is better in many respects 
tlian the scale prescribed for the posts of Deputy Commissioners. Apart 
from this consideration, we think that it is not advisable from the ad- 
ministrative view point to bring in another intei'mediary between the 
Commissioners and the assessing officers. This may lead to diffusion of 
responsibility and lack of co-ordination. We consider that a Commissioner 
should be directly in charge of overall supervision and control of all 
the officers working under him. If a charge is too large to be ad- 
ministered efficiently by one Commissioner, the remedy would lie in 
splitting such a charge rather than putting in another ofTicer, who would 
more or less be a headquarters Assistant Commissioner. In this view 
of the matter, we have made suggestions for creating three more posts 
of Commissioners. We do not. therefore, favour the creation of the post3 
©f Deputy Commissioners. 
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assistant commissioners 


JSISTAJNi 
8 35. Persons in the cadre of 

the costs of Appellate Assistant .. . Acril 1959. of these being 

Commissioners, the working These posts are interchange- 

Sghty-lhree and /“‘’“v nS’ ^1.00r 60-1.400. In ordar 

able and carry the same scate ot pay become heads of de- 

?S these senior officers, ronld have experience of 

cartment as Commissioners of looom , posted in turn to each 

Ltli appellate and administrative work, th^y to Appellate 

of these wings. Our “beergfven in the Chapter on 

ing Assistant Commissioners. 

8.36. The Inspecting Assistant ^°^^^5Joner an^ the assessing . 

, Dude* Ilis'^^dministrative dutie^^^ their work 

tax offices, guidance ® enjoined on him under ^h® vanoua 

and performance Responsible to the Commissioner for the 

SrwIrfenl oAlfarcics^unde? his control. 

8.37. Inspecting ^‘inTmoS’rf'wS aS" cveraf^SesUona 

in respect of their „ “?ers in this regard. The major com- 

have been made from diifere . H ‘ ^ Commissioner instructs the assess- 

St is that the InsPf^^Dng Assistant _ 

?ng officer at the back ot prejudices the assessee’s case. 

SSnts in a manner which °JgJ.,^^\^j;^'YmTiative and judgment of the 
ciiipH a TDracticG, not only ci pp fhp "orinciplo of natural justice 

assessing officer, but also goes ^ f his view point in the 

the assessee has no oPPortumty to put^ortn 
matter of inter-departmental proceedings^ hailds of the Income-tax In- 

So came in for adverse comment^ at^the ^^ands 

vestigation Commission wh^ a previously approv- 

assessment orders m aome mporffi instructions issued 

by hLRffi STafe^Ld be ® wa; 

838. we do not thinh that ^r™|,"is 'iSSf" ^ 

statistical data furnished ^ f f. assessments have been so finalised 
St hardly 0.4 pot c=ht. o th to ^ 

by the assessing officers ^ fi^ure^ of course, does not include the 

Assistant Commissmners. This and the Group 

assessments made close guidance and supervision of the 

charges which iunction under the need for and impor- 

Group Assistant Gommission^s. have wider experience and matu- 

Sc/of guidance by be over.emphas|^ 

rer judgment thf mf t of ®e assess g 

ed. In fact. Section B) ot tn. inco authorities to the Inf me- 

issue of necesf ry f oJnition to the need for such a ^idance. 

tax Officers, giws had supported the institution of-- 

S'ieItiS‘l”siaSrJomSS.er and remaxhed that they aaw nothing 

410 C.B.B. 
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iS'aSinTScSs 

SrthefotoSd^ thTSSeJenJe by supe^r' Srs mTgM not always 
be to the disadvantage of the assessees. 

8 3q We are of the opinion that pre-assessment guidance and control 
h'ii thy Tn^vectina Assistant Commissioner is necessary for improving the 
aualitv of ^assessments and checking tor evasion. The administration of 
dirprt'^taxe'^ laws involves various complicated and technical fwin^s of 
factTalTlaw and the assessing officers, who are not all well framed and 

Ixperienced, need the guidance and advice ^ssess- 

^eciina Assistant Commissioner. It is seen that the quality ot assess 
ment work in the Central and Special Circles and the Group charg^, 
where the Inspecting Assistant Commissioner exercise more personal con- 
trol is comparatively better and in some cases unnecessary appeals are 
avoided and better collections made as a result 
cmidance. As we are mentioning later on in this Chapter 
Group Assistant Commissioners’ has been generally welcomed both by 

the Department and the tax paying public. ^tins 

and importance of pre-assessment control and guidance by the Inspecting 

Assistant Commissioners. 

8.40. At the same time, it is essential, in our view, that the assessees 
should not feel that their cases are materially prejudiced by the instruc- 
tions given by the Inspecting Assistant Commissioners at their back, with- 
out cohering their ?iew of the matter. V/c, there ore, suggest that the 
Inspecting Assistant Commissioners should give to the assesses, whenever 
asked for, an opportunity of being heard before issuing instructions to 
the assessing officers. It 'is also desirable that the instructions issued by 
the Inspecting Assistant Commissioners do not result in demorahsir^ th 
assessing officers and crippling their initiative and sense of responsibility. 
The instructions should be given in an objective manner and after full 
discussion and proper appreciation of the facts involved. We aso sug- 
gest that on important questions, instructions to the assessing officers m 
the non-group charges should be issued by the Inspecting Assistant Com- 
missioners in writing. 

8.41. We had posed the question whether the Inspecting Assistant 

Commissioners should be made the assessing oflBcers 
in more important cases. This suggestion was made 
with a view to considering whether the knowledge 
and experience of the senior officers who have been 
promotkl as Assistant Commissioners should not be 
utilised by the Department in making assessments in difficult cases. It 
was urged before us that due to the rapid expansion of the Department in 
recent years some of the assessing officers lacked experience and maturity 
of judgment and the quality of assessment work could be unproved by 
the step proposed. Though there would be some advantages in adopting 
this proposal in a few selected cases, we are not inclined to accept it as 
general rule. In our opinion, the best way of utilising the experience of: 
senior officers of the rank of Assistant Commissioners is to entrust them 
with the task of properly guiding, advising and instructing the assessing, 
officers wherever it is considered necessary. We, however, recommend 
that a few of the Assistant Commissioners should also be entrusted with 
the actual assessment work in important cases involving large reyermes 
where detailed investigation is necessary and complicated questions of 


Assessment work by 
Inspecting Assistant 
Commissioners. 
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1 T’ho number of such assessing 

"S” St A£y. 

Calcutta and other Srs ’ ^ SpeZl Ranges 

SeatfagaS tL as»ssments ja^e by ,he ga«Sic.nera, thy crea- 
tion of whose posts has oeen hut,b 

fV.o niialitv of assessment work ana 

w,.b a 

ca.,.. ?r— cWa .„ so- 

TVifs !- ouo Assistant Commissioner acts as a s. securing 

?c4ons bflltv lor the completion respect ol all cases m 

aictrihuted the assessment worK 7 ^ soeedy disposal ot casts 

tSlv carried out. Besides ‘?‘“"f*Sh“hat taxes ate collected pt^ 
and clearance of arrears, he has undue harassment to the ass 

mptly without, at tbs same time, Cc aP the assessment orders 

seL ^ Though he is not of investigation m important 

It is bis responsibility to o^^aik out the hnes^ He 

-"nd complicated cases and guide the j office with the assessing 

‘i£ nHeVarate office ol his own working and joint 

Sondi" uf;. "SiXStS ‘mf lolvfaj by pemona. nTexSi 

Officers, about ten 

or so. . 

8.43. We found that reaction 

witnesses to ^bb system of group ^ tj,p quality and quantum ot 

able. It was stated ^bat besiaes imp o guidance and control, this 
assessment work by arrears and collection We, 

system reduced the Jiumbei of ^pjajs^ai^^^ extended and group charges 
therefore, suggest that this -i' ^ ^ cities. Small income group cases 

‘ should he created in all ^^ treatment should be eliminated 

for which we have suggested a ^ ^ tj^at at present there are 

from these group charges understand ^ number of cases 

1 about fifteen such g’'o^P,fi^'‘J®^^exaStion®of the work-load involved, 
in the large income group and should be created in 

we recommend that twenty-fire ^ T^oueh the expansion of this 

Z units of the various gommissioners, 

ZfZ rureffiaTthe Srexpenditure involved will be more than com- 
pensated by the results secured. 

Inspections tu r.f nncip^sinff officers under him. Ihis rnaimy 

eopsiste of poei-asseSSiupWieJ S'lf ^ 

X aasesaing officer - 

topS'Ssrant Commisaiouera ha, comiderably faUen .n 
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s."n.xr,ss; t=f!f " sssstass 

3?SH“SSSr'rS»iSl 

Throuch inspection the senior officer is able to know as to how the a 
inrofficerrSnder him carry out their administrative duties as well as 
gauge^he quality of their assessment collection work We w w h 

concern the neglect of this important work m the Department ihe mai 
reason for the neglect of inspection work is said to be the yep mrg 
Jiumber of assessing officers working under an Inspecting A>is.J“t Com- 
mit'sioner In our opinion, the number of assessing officers J-^der 
vectina Ass^si^nt Commissioner in a non-group charge should he reduced 
to twenty so as to ensure that both administrative and regular ins- 

pection of assessment and collection work of each assessing officer is ca 
Tied out every year. 

8.45. The group Assistant Commissioner is at present not requipd to 
do anv post-assessment inspection of the work done by the assessing offi- 
cers under him It is, however, obvious that the pre-assessment control 
exercised by him cannot cover the entire held of work in the vpious In- 
come-tax cfrcles in his charge. We, therefore, consider that the group 
Assistant Commissioner should also inspect the work of assessing og- 
cers under him particularly in respect of assessments which have been 

finalised without his direct guidance. Besides the^'Elct 

of these offices is also required to be done. We suggest iJiat the Inspect- 
ing Assistant Commissioners, including those in group charges, should 
chllk’out planned programmes of inspections '^hich should b^got^ a^^^^ 
ed by the respective Commissioners and a copy sent to the Director oi 

Inspection. 

8 46. Our attention was drawn to the complaint that ins^tions by 
Inspecting Assistant Commissioners were not always 9^1 
more in the nature of fault-finding and destructive criticism. We are in- 
formed that the Central Board of Revenue has, from time 
issuing neces.sary instructions to impress upon the Inspecting insistent 
Commissioners, the need for carrying out inspections in a helpful and 
constructive manner. Destructive criticism unnerves Ihe officer and im- 
pairs his initiative Mid independent judgment. It is essential that besides 
Eeing obiective, the inspection reports should also clearly brmg out the 
good^work done by the assessing officers so that due encouragement is 
given and self-confidence imbibed In them in the '^^^‘^harge of thmr duties. 
The need for a correct, impartial and objective appraisal of the work oi 
the assessing officers cannot be over-emphasised as the inspection reports 
are taken into consideration, and rightly so, for determining the merit and 
efficiency of these officers. 

ASSESSING OFFICERS 

8 47 The manner in which the assessing officers should carry out their 
duties in regard to assessment, collection and other matters has been dis- 
cussed in detail in the preceding chapters. In order to have a rnore efflu- 
ent workmg of the Department and improved public relations, it is essen- 
tial that the" various do’s and dont’s suggested by us in the r^pectiw p 
in this report should be strictly followed by the assessing officers. We have 
advocated in the Chapter on Evasion and Avoidance that Special Circles 
which are now functioning under the guidance of the Dirertor of Inspe<> 
tion (Investigation) in relation to assessment work should be transferred 
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to the control of the those in- 

tXing «rSiorshouW be tuhfepSl S TSraCch- 

assessing Circles should continue and he given to the 

L"e2si;ToffL“ .be» in .be terrUom. charges. 

8.48. Prior to 1944 there was j of ^the”central Class I 

G,.«o„ J„TariI Srikes th" assessing officers were classj 

tied under three ^^^resuiz Class I Grade duties of 
It has been represented to under the different direct taxes 

the various grades ot assessii S classification or demarcation of the 

Acts are similar There is no "c offleers. In some cases 

Tcts^I^ofe^rTm^ad^ to^a^a 

Sr"g£%M°a^“o?r„S rwTcre's rlnU-ble’and uniustihed 
and should be done away with. v, 

8.49. We find that though ^“''s"®,e*'havinrre°jtd*'to^^^ 

of the assessing officers are more « ritor units, there is cer- 

different types of charges . work and the responsibility to be 

tainly a difference in assessment work in important cities 

shouldered by comnared to that in the mofussil offices, 

is more onerous and difficult ^ standard units for the purpose 

The categorisation of the a creation of the nature of 

of evaluation of work clearly nresent Class II assessing officers 

assessment work is possible. romnaratively low revenue potential 

are generally entrusted with cases of Mofussil Circles, 

and are posted like Salary 

Cases in Special, Central and Compa^5^C^^^l.s^^^^.^^ multiple tax liabil- 
ant businesses m big cities a , , ^ senior officers with sufficient 

ity would normally have to be de^t with by 

experience ^nd merit, ^he 'scheme f ^^^^5 envisages a clear 

1- >9bour and respons.bi- 

Uty. 


ssSi—sS? 

lU? Sh^fffih« d^gfon, 

the retention of the Class II se^ice. ine q^a y persons who have 
ed with the Class I service which is largely naannea^y p 
qualified in competitive examinations o^^^ 

mission have to be maintain^ g ^ fhg pros and cons 

done if Class II cadre is ’nerved ^ffh it. ^^enld continue 

the ghf b>n m' ; Cto, 
There is, however, n j P rateeorisation of posts into two classes 

' T?nd ClIsITl havffirregardTt^^^^^^^^ work, is sufficient 

and there IS “o instificatio ^gcommend the abolition of the present 
grades, entire 

Gradl I scale ia well as Uia. of Grade G. 
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8.51. It has been pelted _out w^^^resid^that these 

officers in Cla.ss II to Class j.g^on This problem has also assi^ed 

officers suffer from a "t that whilst a majority of direct 

particular importance m yi _ pp„jg tj there were ad hoc direct re- 

recruits have been taken m Class I G , ^ There are at present 

cruiments to Class II service in 1947 m W54.^ 

over 800 Class II officers and y qualifies them for promotion 

in the minimum service of ono direct recruits to Class II referr- 

tn Class I This figure mcludes over 200 direct retrmi^ 

S to above. TheVmber of vacancies ^^fl^^le^^n hav^^ Scamim 

every year by the^responsibUities to be shouldercKi by ^ 

ed the nature of work and the ' j opinion, cases involving 

assessing officers in the different oha g . . I cases, which are 

multiple tax liability, estete duty cases a and Group Charg^ 

mainly concentrated m Centra „ ^ P ‘officers doing special work in 
should be dealt with by Class ^ ^Relations Offi- 

Headquarters Charges o^ Investigation Branches should also be 
ces. Foreign Sections v are^deputed to act as Departmental 

from the Class I cadre. AppSlate Tribunal are doing im- 

Representatives before the also be in Class I 

portant and responsible work jmd P Collection and Recovery 

?adre. We t"^^^ recovery work 

that officer. s of the Department mom important 

instead of depending on the Stc ^ Officers Some of the new direct re- 
and should be entrusted to passl Officers thS service be posted to 
cruits in Class I should m the heginn ng of their sei vice training. 

Circles dealing with small Special Survev Offices as 

Charges like Salary Dncle.s, R^u ^ assessments other than 

well as those having srnall ffVr>?c in Class II cadre Leave reserves 

category I could be <i«>t Uenc h " Officers should all be 

to the extent of ten per find that there should be 

"ch^r?e‘s wh°3."shouM be deaH 

pmnS of am, further advantage in the nature of werghtage. 

8 53 There were 1353 assessing officers on 1st April 1959 as agaii^t the 

8.03. 1 here ganctioned strength of 1459. The epeensus of opinion 

Strength vather^ bv us was that this number was inpequate 

to cope up with the ^volume of work entrusted to them. With the intro- 
duction of the new direct taxes and the lowering of the minimum taJ^ e 
nm'i for income-tax, the work of the Department has 
derably. With the increasing economic development of the country 


through .he hve year P|a"£ “ aud 12li£^ 

come-tax assessees would increase fr .-ungested in the Chapter on 

^£1^ jn .he 

die and higher income group cases, keeptog in view our 

creased volume of ' ^Ll sSrvey Jfficirs as well as 

proposals for more public of tL‘ Department, a 

for entrusting the On an analysis of the 

small increase m officers charges discussed earlier, we 

workload and the ca.egonsation of , c-trenrhh of 1459 a little over 

find that as against the ^ut efficiSitly the assessment and 

1500 officers would be necessaiy ^ -^y'g therefore, recommend 

other work of the direct taxes Dep^tn^en . We we j 
that: the present strength of assesstncj officers s/iouto 
about f>0. 

aM. The hrs. »‘;rre/KS?/orc"fw^=f^^^ 

““rerloT-S ?etlSfie?rceUTv,hh”espec.,ve ..and- 

eutpuT. evolved; 


Description 


Category Standard 
Unit of 
each case 


(i) Cases with business ir.comc over Rs. 25,000 • • • ^ 

Cases with business inconi.s between Rs. 10,000 ami 25,000 - 

m 0 ) Cases will, business incomes be, ween Rs. 5,000 anU 10,000 ■ IH 
® ' YO Cases other than tho.se in ( ,) to (iii) above and (v , below D 

iv) All salary /refund and no assessment cases . 

■Similar categorisation has t'^en made for assess^n^^ 
direct taxes Acts. The above sUndards^h^^^ 

workload which the office . _ Prado II is expected to complete in a 

an officer in Class I Grade I and G^de li is expec assessing 

year 250 and 150 standard “!?*ts res^m ^^y,^ These standards, of 

eSmse! iai5^ffi\hedffi?rLt Commissioner’s charges having regard to the 

local conditions and other factors. 

8.55. It has been Tiffemirgradef o?is(J?ing officers are 

standards for the output of the d™ t g 

somewhat delechve to the neglect of qualitative a.spect of 

phasis on quantita{iye ^ ^ rnrome-tax InvestiTOtion Comniission had 

?he assessment ^he I^om^tax 

observed in this Jho had to handle different types of 

do justice to the ^^sessmg officers wh purposes of 

cases. We have ® gome categorisation of cases and 

St SS'h^SteSta volved in dilleren. assessments which have varied 
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, wp are of the view that if there is to be pro* 

problems and ram control over the assessing officers, a 

fyste^m^f planned targets cannot be avoided. It should, however, be seen 
that a r?eid compliance of the planned programmes does not cause un- 
neSsL^y hardship either to the assessing officers or to the assessees. With 
this end in view, we suggest that Inspecting Assistant Commi^ioners 
Xuld analyse the volume and type of work with each assessing officer in 
their charge at the commencement of the financial year and fix up a 
nla^ned mogramme for the whole year having regard to the nature of 
planned programme Wherever required, a redistribution of work 

fair and reasonable. 

8 56. Our attention was invited to a conylaint devote 

assessing officers that they were not able to devote 

Routine administrative adequate time and attention to their assessment an 
collection work in view of the various administrative 

dSraVlc ttteSe 

assigned to a subordinate non-gazetted officer. ^^„Sr?outinl sta- 

Donsibility for the preparation and submission of the various routine sta 
tSl returns and reports to the higher authorities should rest on the 
office supervisor who may send them under his own ® 

ServSTould also b/ entrusted with various routme f 

rm iters like issue of return forms under Section 22 of the Incom 
Sid SrrespoSg Sections of the other Acts as well as watching the ffi- 
fns of returns and collection of taxes. The assessing officer should how- 
ever rJmahi personally responsible for the submission of important re- 
turns, r^enufand expenditure budgets monthly progress reports, etc. 

INSPECTORS 

8 57 Insnectors who belong to the non-gazetted staff form the lowest 
rung SeTaddfr o£ the eaeltlive authorities in the Department There 
arp nt nresent two grades of Inspectors viz., Selection and Ordinary, mere 
hptn J fl6 fnd 930 persons working on 1-4-1959 in these two grades res- 
Sfvely The Lto d“ues of the Inspectors are to conduct eternal sur- 
vpvs for bringing new assessees to book and making outdoor enquiries o 
Sts referreTto by assessing officers. They assist in the service of 

notices wherever necessary and in executing distress warrants and m 
other recovery work. They also assist the assessing officers m the scru- 
tiny of books of accounts, whenever required to do so. 

8 58 We have discussed in the Chapter on Evasion and 
I ■ ■ necessity of having proper surveys made peri^ically 

Duties & powers with a view to bringing new assessees on the Depart- 

, ^ ment’s register. Besides the fact that survey work is 

considerably neglected and not done as extensively as it should be, no 
strict supervision or control is being exercised over this part oi me ins- 
pector’s work. It has been represented to us that not many assess- 

ees who have taxable incomes escape from the net of the Department, but 
the estimates of income made by the Inspectors during survey an sp 
enquiries are often unreasonable and unreal. We, therefor^ wish to 
phasise that assessing officers and Inspecting Assis'^nt 
should exercise stricter control and supervision over the work oj the ins- 
pectors, so that these defects are remedied. 
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8.59. Though the 1-™-“ 

to an inspector as an exetuUj a th y that Ins- 

not give him such an Ld enquiry work by the 

pectors were and S facilities of conveyance, etc. 

lark of adequate statutory powers anu d , j. awen statutory 

In our view, it is necessary that ^ . -g I, ,he position obtaining 

Trains under the other anJ 

in the Income-tax Act. hn'nhi Vnrru a written authority under the sig^ 

these powers, an Pr^peol S points on which he 

nature and seal of enauiries ^ As for conveyance facilities, we 

has to make survey and other enquirie . J ,, inspectors ern- 

feel than a suitable allowance d g conveyance allowance 

ployed on survey and other outdoo • having due regard to 

S and th^e noode o. con- 

veyance used. Chapter on Assessments, the responsibility 

8.60. A.S discussed in t P for Durooses of assessments 

for the examination of accounts nec y J^segging officer himself, 
should primarily rest, as at Prese , burden of doing routine 

However, with a view to 

check of accounts, It IS necessa y tt ^ gazetted posts 

for this purpose. J^e Inspectors that the promotees should 

of assessing officers. is, there , examination of accounts. In a 
have good previous InSme-tax, proper examination of 

taxing department like tha^ framing correct assess- 

accounts is necessary for ^nd those in Selection Grade 

ments. We feel that f“SS,™a”n duUea of survey and 

in particular should, in addition _ accounts or detailed 

enquiries, be utilised fn tiS assessing officers. While 

scrutiny on specified points ^ g the^ quality of survey work done, 

thti;at?er‘‘irw”i;;^hif^^^^^^ 

Injectors are considered for promotion. 

8.61. It was represented to us that no disto=tio„„%tSs" and there: 
ween the duties and functions ^ „s^„niustified. We, however, find 

fore, the classification into two grades the two grades have 

that almost all those who advocated g Examiners of Accounts, 

also suggested the /dWies^f the two grades of Inspectors pe 

We understand that though the duties _ tainly observed in practice 

not clearly distinguished a Circles and 

The personnel in the Selection Grade is post..tt complicated 

?n"?Sr' “ 

'““el It was' urged before us P^^tSThaf ‘’LwnafS.^ey 

”«or Tnt^e wS no. h^g adyuat* 

the earlier paragraphs we Improper 

lack of exten^ve jurwy and the imprcg^r 

-- enquiries are ina e P j inasmuch as 

,rfco:S fte c“ siSS-moum of ^P»f^y°^,"coXof Jaxel 

Sa.-'ol thL every 


Strength 

attended to. In 
mented on the 
way in which 
duties which an 
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assessing officer should cirLs dealing with small mcon^, 

having regard to the nature of sufficient if one Inspector is given to 

5 alar/and refund cases, Cecils In Surrey Circles ^d 

two assessing officers in the^ Twp should L a team of not less th^ 
Special Investigation and the Estate Duty Officer should 

three Inspectors under each Officer ^ . Taking all the requtre- 

continue to have ^wo Inspectors ^ ^ some enlargement in the 

ments into consideration me are t th,. present 

of li3 M, 250 post, of I.o,.ec.ooo. 

MINISTEEIAL and other STAfT ^^^^^ „,i„isterial 

8.63. The Sapervjs«d t^e 

s,.8 ment^ J-ey XSisteoal and ha™ to 

There are at present |ud Head Clerk whose working 

ISSjh Wnr/nd rtSp^SivSy aa on lot AprE. 1959,^ 

8.64, It was 

«e„t ed eontto. w no ' .„o^_^„ido ^ Jo 

vide an effective check and fo^delay of work at all levels and 

quarters that one of the mam causes 1 _ registers was the lack of 

the defects in the maintenance of ^ _ ministerial staff. In the offices 
proper supervision and conlrol ^ single Income-tax Officer’s 

of the Appellate Assistant Commissioners a f ^ appointed as there 

Circles no We-time supervisor officer pre^nt 

are only a small number of ^rfom in addition to his own the 

Upper Division Clerk cequirea to pei foi^. m^a ^ per month. 

supervisor duties for which he ^ ^ ^ the necessity for having 

On a careful examination of “liisterial staff, we feel that each 

-proper supervision and control over t ^nhole time Head Clerk. How- 
?r«fr.cc!^ howener »m«U, JjmW of the Appjlato 

ever, having regard to the natme ot tne supervised by an Upper- 

Assistant Commissioners _(.tine Assistant Commissionere 

Division Clerk. The offkes of the ^ be manned by 

which requu-e handling oi special >P , , average, one superw- 

be woAed out by the Department 

on this basis. c- nf tbe 

8.65. It hat n^He‘ifcS“ ^ 

Gradation ^^^ue and, therefore there should 

common cadre Inc of wok and res- 

fmd that there is difference in the ^ called upon to 

ponsibility which Supervisors and Hca . > j Circles which 

Klder.’^Head Clerks SuiSril^r. In offlees 

are not considered importa^ Heal*Clerl(s are only subordinate func- 
SSS;? aJ other fnCore. - 
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are o/ the opinion that the 'the ^reint daSfl- 

tinue. However, we do brides The duties performed by the 

cation of tl-®, "■S^aro n“afly tS aamc and Se^tarting pay" and 

“LSd’ir/ abolished and there “5^;“ th?V4S“'’'’sS 

?'liSlSSrrS‘2?S.^ 

than that of the ^suai CiuperuKu/^ fharpp of Superintendente 

the Directoratoa are at pr^ent -jf the Com- 

whose scale of Pay ^ jn charge of officers drawing simiLar pay 

missioners should also be plac . further suggest that these higher 

offce'r? if the ZtiS^tZtZ 

the supervisors on the basis of selection by merit alone. 

«,ge. It was « >.0* Se 

- S&"“xb‘erfrr? 

Clerks, 2842 Lower ^‘"st Ao?‘rwOT m ?he"various"oVces spread over 

work to be sttenueu. xo y 4.^1 Thc’* incresse in 

if 'hjarl qlqn become more complicated and dilncuit. xne mci a 

STrocSutal SaraSeT had' Seethe calculations of tan and other 
work in general more difficult. , _* 

ft fi7 Tt is essential for the efficient disposal of work that the Depart- 
+ • lominipiv staffed We understand that several measures have 
ment is adequately • -r, „j „f Revenue with a view to having a 

Sr“Tmme*StoX utSL^ o^^^^^ atafL. Earlier in this 

^fl^^^f wpTnve advocated several measures for checking tax evasion, 
Report ' „ „ and collection procedures and st^curmg better 

i«ihIic"ip^tions We have also stressed that the assessing officers require 
fo be f^Sl from "mine work so that they can concentrate on the more 

SrnmlnnfviclinTS^^^^ 

^taff in the Secretariat and other offices and taking necessary steps o 
in ermendiUtrc we are convinced that the direct taxes' offc ^ 

^ K ae«em‘t SSraftS 

re":jLn”™!L”‘£c'i, adSS If as may be necessary from time to 
time for the efficient functioning of the Department. 

ft KP We have suggested in the Chapter on Assessments that the n^otice 
8.66. We have 22(2) of the Income-tax Act shou d 

Nc"-ministeriai Staff, generally go through post. This will 

reduce the strength of Notice Servers who numbered 
1098 as on 1st April, 1959 as well as eliminate delays and difficulties in the 
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.ervice oi notices. It sSr 

p^Tale put ffckss IV. ihis position should be reviewed and 

the anomaly removed, 

« fiQ Pnmnlaints were made to us by the Class IV staff that they were 

R 70 There were 4198 Class IV employees as on 1st April, 1959 in the 
direct tSes office This number includes peons, sweepers. 

issa3;f?|,g£i 

countrie^the number Im posts corre^^^ g ^ ^ strength of 

SsSv'^poslry the basis' o?thl n^umber of assessmg and other gazetted 
officers and Inspectors should be done away with. The , 

in this cadre should be fixed in relation to the actual quantum of offici 
woS required to be done by them. We suggest that the 
IV posts should be reduced to the absolute minimum and ^necessary 

economy ejected. 

RECRUITMENT, TRAINING AND PROMOTION 

Q 71 Annnintments to the various posts in the Department are made 
8.71. Appointments ffi^tne ^cruitment or by promotion or by 

Recruitment . Some witnesses represented before us that me 

system of having fixed percentages for direct recruitment and prornotaon 
to a cadre was inequitable and irrational because it may, sometime, resa t 
in recruitment or Vomotion of persons with comparatively poor cal 
at thp cost of those with better qualifications and merit, in our v ew 
both direct recruitment and promotion to 

is however, necessary to secure a correct and balanced omnding oj ijesn 

talent and mature experience. At the same Qualified 

laid down, due regard should be given for promoting only well qimlihed 
and really deserving persons. The quota of POsts feed for promotees 
shiild, therefore, be filled up only if there ^ sufficient number fit 

and qualified persons to man them, 'f « in 

and efficiency should be the sole criteria for filling of P 

any cadre and quality should not be sacrificed merely for reaching the 

quotas fixed, 

8.72. Several suggestions were made to us for effecting certain change 
in the proportion of direct recruitment and promotion m 
cadres obtaining in the Department. It was even urged from so 
quarters that there should be no direct recruitment at 

should be filled by promotion from, the lower ranks. It was stated that 
qualified and deserving persons in the lower ranks were not able to get 
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opportunity for quick promotion 

^vacancies and the restricted quota of posts ^ 

It was added that this resulted m a ae^^e oi irus ^ persons 

aff^ted the efficiency of f ^ ae^ice^ to^dv1nce^n^ ser^^^^^^ carLr is 
recruited initially m the low r , . incentives provided to them, 

required to be safe^arded and d^ taken from time to 

it is very essential that Iresn ana y y hptter aualifications are 

Itae in the relevant cadres and person ,, 

recruited directly. We "‘at to , ,ight that he should 

any level should not consid^ it j However if he proves his 

necessarily be promoted to f „ijQj.js should be eligible for 

merit and passes the /Jf^ppartment has already increased 

promotion. We understand that to the cadres of 

as a temporary measure, ^ ^ Lower Division Clerks and 

Upper Division Clerks and it has also altoge- 

Upper Division Clerks respectively to 50 per J- jj ipcome-tax 

ther stopped direct ^eruitment to the 

Officers. We have already emphasised t _ J recruitment 

recruitment at the different ev • « ' jpgj^es it more imperative that 

to the grade of Class II qualified persons to be 

there should be a fair P^P^^WRectors who,^in their turn, would be 
recruited directly m the p *P Qp.^gj.pjpont Secretariat also there 

promoted as asse^ssing i ^ A'^sistants which are comparable 

Fs direct recruitment m the grade of Mststants 

posts carrying similar scales of P^ ^ ^ Upper Division Clerks 

for promotion in the cadres of I^ispe^rs and upper ^ 

should remain at 50 the^no^s of Class II Income-tax Officers. 

;7ct”g?i “he vlortlfillm, of posts in other codres is necessary at 

present. 

8,73. Another suggestion made to “ te'SeFleSir^Kons 

vacancies in the recruito^quoffi shoffi 

already employed \u the Dep Unec; of the limited competition as 

examination be held for them SiUTr understand that 

obtaining in the Bnt.sh ,U Jto ctJmpete along witt. 

Departmental people arc ^in the direct quota provided 

rreSiF^rS'e“4V^:r'?rprfr^^^^ - farther concession 
appears to be necessary in this regard. 

8.74. Direet rec™itmen, to . the cato ^ 

I Grade II is made on the basis of « 

held by the Union Public j Services The consensus of 

various All-India and Central ^lass I berv^ces^^^^^ 

opinion amongst system and we agree with this view, 

change was necessary m the present y cHTYiiniqtpr some of the most 
The ® Income-tax “Sor^ SSLrily possess 

intricate and complex laws ^d , while making allotment 

the highest We 

XSfhi p"o7ed“o“.he dl^cf taxes Department. 

8.75. Keoruitment to the ".“"Sf “leM^mentiTlnX^^ 
ComrfSe?s™Srges“ However, since 1958, Inspectors are being 
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recruited on the basis of an open competitive examination with a view 
to having a wider field and uniform standard in the selection of personnel 
in this cadre. The members of the ministerial staff continue to be 
recruited by selection after a preliminary test and ii^erview fronv 
amongst the persons sponsored by the Employment Exchanges m 
different centnas. In order to equip the Department with the best 
available talent, the ministerial staff should also, in our opinion, be 
recruited on the basis of open competitive examinations conducted in 
the different territorial units of Commissioners. We understand that 
several other departments like the Audit & Accounts, Defence, Railways, 
Posts & Tele.nraphs, etc, are not obliged to restrict the selection oi theii 
staff to the limited field of the persons sponsored by the Employment 
Exchanges. We see no reason why the Income-tax Department should 
not have the same freedom of choice. We suggest that with a view to 
eliminating any bias in recruitment of candidates and removing any 
chances of nepotism and fa.vouritism a committee of at least three persons 
should be in charge of final selection. We do not propose to suggest 
any major changes in the educational qualifications prescribed for 
recruitment in these cadres. We, however, consider that it will add to me 
departmental efficiency if preference is given to persons possessing 
commercial and accountancy qualifications. 


8 76 Comprehensive training programmes covering all grades oi the 
staff are undoubtedly necessary for an efficient tax 
Training administration. The concensus of opinion amongst our 

witnesses was that the training facilities provided by the Department 
were inadequate and required considerable improvement. iTie training 
given by the Department to the Income-tax Officers at Nagpur was exa- 
mined by us at first-hand on a visit to the Training College. We also visit 
ed the Administrative Staff College at Hyderabad. 1 or a coinparative 
study, some of us examined the training arrangements provided tor the 
Indian Administrative Sendee and in respect of the Audit and Accounts 
Servdee by personally visiting the respective training centres. -he.se 
studies and 'also the examination of the training arrangements obtaining 
in other countries, notably the United hwingdom and the United States of 
America, have convinced us that adequate attention has not been paid to 
this impiirtant aspect in the tax administration in India. 


8.77. The Training College at Nagpur is for training directly recruited 
Income-tax Officers in the cadre of Class I Grade II. This institution is run 
under the control and guidance of the Commissioner of Income-tax, 
Madhya Pradesh, Nagpur & Bhandara, who is, for this purpose, designated 
as Director of Training. He is assisted by an Assistant Commissioner 
and an Income-tax Officer wffio work full time as well as by a number of 
part-time lecturers for teaching special subjects like Book-Keeping, Gene- 
ral Law, Indian Economics, regional languages etc. The courses for train- 
ing foUow, broadly, the syllabus prescribed for the departmental exami- 
nation of the Income-tax Officers. 

8.78. The present practice of entrusting the work of Principal to a local 
Commissioner as an additional duty, does not fully serve the purpose as he 
is not in a position to give full attention to the training programmes and 
day-to-day studies of the trainees. In our opinion, it is necessary to have 
a whole-time Principal in complete charge of the Training College. He 
should be selected preferably from amongst the senior and well-experi- 
enced Assistant Commissioners and should be given a special pay of 
Rs. 200/- per month. The Principal should be assisted by a complement of 
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and problem of public administration should also be included in the train- 
ing course. During the period of their stay in the Training College, the 
Probationers should be taken on study tours to the various important 
commercial and industrial centres in the country for a first-hand under- 
standing of the problems, which they would have to handle as assessing 
officers. 

8.81. We were told that the assessing officers promoted from the lower 
ranks in the Department were not provided with any training whatsoever. 
In our opinion, it is equally necessary that such officers are given ade- 
quate training and equipped to shoulder the higher executive responsibili- 
ties. We, therefore, suggest that persons selected for promotion 
assessing officers should undergo a short course for at least six months in 
the Training College. 

8.82. It was pointed out to us that there were at present no arrangements 
for providing refresher courses. Having regard to the changes in laws 
and rules and the modes and methods of work, it is very necessary for the 
officers to constantlv refresh their knowledge and develop better skill. We 
suggest that the Training College should arrange a regular refresher course 
of four months’ duration for senior assessing officers with 5 to 8 years ser- 
vice. The refresher course should cover such .subjects as advanced 
methods of detecting concealments, latest amendpients to and enactment 
of taxation laws, examination of company and other difficult accounts, 
office management, group leader.ship, staff welfare and public relations 
etc. This course should be run on the syndicate system of group discus- 
sions and seminars which is the special feature of advanced courses. We 
are also of the opinion that it will he of considerable benefit if a good num- 
ber of selected Assistant Commissioners are sent periodically to the Admi- 
nistrative Staff College at Hyderabad for an all-round advanced course in 
various aspects of administration and management. This should be done 
at the rate of one or two officers for every term of the four months’ 
course. 

8.83. As regards the Inspectors and ministerial staff, we understand 
that certain arrangements have recently been made for imparting train- 
ing to them on systematic lines in each Commissioner’s charge. We feel 
that this training should also be organised on a more permanent and 
systematic basis. We suggest that for the training of Inspectors, four 
regional centres should be formed each under the charge of senior 
Income-tax Officer. Both theoretical and practical training should be 
imparted to each batch for a duration of six months. The training should 
aim at imparting a working knowledge of direct taxes laws, accountancy 
and office procedure. They should be taught the correct methods of 
conducting surveys, making inquiries and pursuing investigations. Ade- 
quate attention should be paid to the technique of examination of accounts 
of cases in small and middle income groups. Attention should also be 
given to developing a sense of duty and patriotism and of maintaining 
good public relations. These regional centres should provide training 
both to the directly recruited Inspectors as well as to those promoted 
from the subordinate ranks. For the latter, the training may be restricted 
to three months. 

8.84. For the training of the ministerial staff, arrangements should be 
made in each Commissioner’s charge, preferably at their respective head- 
quarters. A selected senior Supervisor should be placed in charge of 
conducting the training classes and the training pro^anunes may cover 
a period of three months. Detailed training should be given in office 
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sufficiently precise and comprehensive information about the merit and 
competence of the person reported upon. They also leave considerable 
scope for variations in the standards of reporting. The confidential report 
form of the gazetted officers is more detailed and better classified. We 
suggest that similar amplification should be made for obtaining the con 
fidential repo:rts of other categories of staff. We also consider it necessary 
that the counter-signing officer should give his own views about the suit- 
ability of the person reported upon for promotion to the next higher 
grade. 

8.88. A necessary condition for an official to be eligible for promotion 

' is that he should have passed the departmental 

DepaVtmenral examination prescribed for the purpose. It has been 

Lxammation accepted at all quarters that such a condition is 

essenlial in the present administrative set up so that due qualification is 
acquired for efficient discharge of duties in different grades. We, how- 
ever wish to emphasise that whereas all reasonable facilities should be 
provided to the staff in the form of training and supply of necessary 
literature, for qualifying in the departmental examination, they must not 
be allowed to neglect their normal office duties. In no case should they 
be permitted to use the office hours for preparing themselves to pass the 
examinations. 

8.89. We are informed that if a junior person passes the prescribed 
examination earlier than his senior colleagues he gets no priority, what- 
ever, for promotion to the next higher grade. We feel that this system 
is not desirable as it gives no incentive to the younger element to show 
its mettle In our opinion, seniority for purposes of promotion to the 
next higher grade should be regulated wUh reference to the data or the 
year of passing the prescribed examination. We understand that similar 
position obtains in several other services and departments like the Audit 
& Accounts Department, Defence-Accounts Department etc. Where a 
numbci’ of porsons pass the examination on the same date, their senioiit\ 
inter se for the purposes of promotion should be the same as in the grade 
in which they are presently working. However, the passing of a second 
higher departmental examination should not entitle a person to any addi- 
tional priority than the one obtained by him by passing the first examina- 
tion for becoming eligible to promotion to the next higher grade. 


8.90. It has been urged that the present rules which permit a person 
to take the prescribed examination for a higher grade only if he is actually 
working in the immediately lower grade need to be changed, rheie is 
no doubt that this procedure proves a handicap to the young and energe- 
tic members of the staff in qualifying in the different departmental 
examinations at an early date. However, the taking of a dep^trnental 
examination has to be necessarily linked with the prospects and eligiln- 
lity for promotion as otherwise a sense of frustration grows in the junioi 
officials who pass such higher examinations. We suggest that ^^wer 
Division Clerks and Steno-typists who have passed the Mmwtenal Staff 
Examination should be allowed to appear for the Inspectors Examination. 
Similarly Upper Division Clerks and Stenographers who have passed the 
Inspectors Examination should be permitted to take the Income-tax 
Officers’ Examination. A period of five years should, hotvever, be fixed 
in both the cases for taking the next higher examination after the Person 
concerned has passed the one lower examination. We are informed that 
before the restriction referred to earlier was imposed quite a few 
of persons in the ministerial grade had passed the Income-tax Officers' 
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In this connection, it is relevant to note the following observation of 
Prof. Kaldor*: 

‘'An efficient administration requires ability of the Department t® 
attract the best talent and to attract them in adequate num- 
bers. This in turn is very greatly a matter of the conditions 
of pay and prospects oi the service.” 


We are cxmvmced that the olf'iccrs of the Income-tax Department in parti- 
cular require special consideration in respect of pay scales and conditions 
of service having regard to their nature of ivork and the dijjicult duties 
they have to perform, h is but fair that the pay structure of all ranks, 
specially in respect of the gazetted ojlicery, of this important Department 
should be commensurate loith their poirers and responsibilities.. At the 
same time, it is apparent that Government cannot discriminate between 
the different services in the matter of pay scales. In view of this and 
of the fact that the Central Pay Commission must hav ' specifically dealt 
with this matter, we refrain from suggesting any specific improved scales 
of pay for the different categories of staff in the Incoane-tax Department. 

8.95. Another suggest ion made to us in this connection was that oflicei’s 
of tVie Department should be sent on deputaiion to 
other departments and oi'gan isations in laigej num- 
bers than was being done at present. It was stated thtit the num:.)er of 
such officers sent on deputation from services like Indian Administrative 
Service, Indian Audit and Accounts Service etc. was considerably larger 
as compared to that of the Income-ta.x Department. We are convinced 
that the experience gained by the officers of the Department by deputa- 
tion to various other connected departments like Economic Affairs, Com- 
merce and Industr\e Company Law Administration. Forward Market 
Commission and various industrial and commercial undertakings in the 
public sector will be of considerable benefit to the Administration. We. 
therefore, recommend that every effort should, he made to depute sulfi- 
cienthj large nurnher of olncers of the Jneome-tax Department to other 
deparUnents and organisations. It should, however, be seen ithai oflicers 
sent on deputation come hack to their parent Department after a specified, 
iernwe so that the benefit, of theie experience is utilised in dealing with 
tax problems and other officers sent on deputation in their place. 


8.96. There is a eornmon complaint that quite often unduly long delays 
take place in confirming temporary /officiating per- 
CAm irmations sonnel in the Department. We find that the number 

of temporary posts in most of the cadres, particularly in the non-gazetted 
ranks, is quite large in proportion to the number of permanent posts in 
these cadres. A large number of such temporary posts, both in gazetted 
and non-gazetted cadres, has been in existence for a number of years. In 
view of the continuous expansion of the Department there is hardly any 
likelihood of a reduction in the present strength except in the case of 
notice servers and Class IV employees as observed by us earlier in thig 
Chapter. The delays in confirmation are due to the absence of sufficient 
number of permanent posts and failure to fill up even such posts as are 
available. There is difficulty in payment of salaries to persons holding 
temporary posts if there is delay in the issue and receipt of authorisations 
for continuance of such posts. In our opinion, it is not in the interest of 
the Administration to allow such a position to continue. We suggest that 


♦InJt'an Tax Reform Report of a Survey, 1956— page 114. para 205. 
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such of the temporary posts as have been in existence for more than three 
years and which are not likely to be discontinued should be made per- 
manent We would also emphasise that whenever permanent vacancies 
are available, the temporary olficials should be confirmed, as early as pos- 
sible, subject to the usual rules and regulations. 


8 97 It was brought to our notice that the departmental personnel 
Transfers were, at times, considerably inconvenienced by fre- 

, quent and untimely transfers. Though the over- 

riding consideration in transferring a person should be the exigencies of 
work and the interest of public sei vice, we desire that the personal con- 
venience of the persons tx)ncerned should also be kept in view , tis fax ns 
possible. In our opinion, transfei’s .should not be very frequent, as beside 
jnconveniencing the ofhetu's, they also tend to disoiganise t.he woxk. In 
order to have a proper grasp of the local business conditions and the 
afTaii's of assessees, it is necessary that assessing officers are kept in a 
particular charge for .sufficiently long time. At the same time, it is a 
beaitby prnicipiX' that no officei* slxxruid .stay in the same post toi too long 
a p-rind ol iiinx'.' It i.s also e.ssenlial that officers .should be provided with 
prooer opportunities for gaining experience of different types of woi'k. 
p.articularh, m the earlier part of their career. In our mew, though the 
periodical 'transfers of the officers are necessary, they should not be too 
freanenr. We suggest that in so tar a.s Ih.e motussil charges are concern- 
eci no officci- sliould’ix.' allowed to stay in t.he same station for a jxeriod of 
m'')ro than four years at a time. As regards the bigger city circles and. 
headqu.ulers oi l.vrrnmissioners' Offices, a longer stay m the same stalien 
may' be permitted, but an officer should not be allowed to b(‘ in charge c>f 
the same post for a period ot more than tciur yx’ars. It is also dcsir.'ible 
thai when an officer i;; promoted to the next higher grade, he shonid be 
traiisfexiaa'.l from the Patmu as well as from that Commissioner’s charge:. 
Transiers of non-gazetted staff .should be few'er and they .siioutcl be allow- 
ed to stay at a place ior at least four years. 


8.98. It was suggested by .some witnesses that the initial postings and 
transfers of Class I Officers should be restricted within certain linguistic 
zone.s. In our opinion, it is not necessary to do .so as this will be against 
the spirit of the all-India character ot the Service and will also create un- 
necessary administrative difficulties. We, however, understand that in 
the matter of postings due consideration is given, even at present, to the 
knowledge of language possessed by an officer. This factor is very im- 
portant, as, in the Income-tax Department, a good grasp of the language 
in which the books of accounts are written in the different places is vei-y 
essential for doing efficient assessment work. 

8.99. Our attention w^as .specifically drawn to the complaints made fre- 
quently that before relinquishing charge on transfer, officers did not gene- 
rally finalise the pending proceedings before them, particularly m difficult 
cases This is not only a sad reflection on the Administration and causes 
delays in disposal of work but also considerably inconveniences the 
assessees concerned. We. therefore, suggest that one month’s notice of 
transfers should generally he given to the officers and during this period 
they must pass final orders in all cases where hearings and investigation.^ 
have been completed. They should also endeavour to complete as many 
of the partly heard matters as possible so that there is no duplication of 
work and consequent harassment to assessees. In no case should they 
take up fresh work unless the fully and partly-heard cases are disposed of. 
In order to see that this is done, we suggest that before handing over 
charge on transyer, officers of all ranks should be required to send to their 
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Comvtroller and Auditor General, devise ways for elinunaling such delays. 
S/e nnSand that in spite of the special instructions on this subject en- 
ioinine upon audit officers as well as heads of departments to see that suA 
claims^ ar^ settled expeditiously, the matter does 

nroved We therefore, suggest that the whole question should be e 
vtZed and special measures'taken at least for the early payment of prom- 
tonal pension, gratuity and provident fund monies. 

H 101 It was pointed out to us that departmental personnel experienced 
iJlifi/ on mm ^ considerable, difficulties in their work of survey and 
surycy etc. outdoor enquiries for want of adequate conveyance 

, ^ facilities. We are told that except for a very small 

number in Bombay and Calcutta, officers engaged in such work are not 
en’itled to any conveyance allowance. The only other facility piovid ^ 
hvldie Government is the grant of loans to certain categories of personnel 
for the purchase of a conveyance, but even such advances, it is said, are 
not o'tsiiv available for want of sufficient funds. We suggest that adequ^,e 
fu^drshouS be set apall for granting such leans. We do not avour the 
sueeestion that the Department should have it.s own tiansport i.e. cars, 
S Sc^n important places. This facility is likely to be mis-used and 
tnoreover will not adequately solve the problem. In our opinion, all the 
<.■ I aff ' employed in survey and'outdoor enquiry should be given suitable con- 
veyance allowance. Besides the Inspectors, the assessing oljicers 'Posted in 
Svicial Survey Circles should also be given an adequate conveyance allow- 
ance Thouph it is not necessary to give any fixed allowance lor convey- 
ance to other ’officers, who are not generally required to perform outdoor 
duties, they should be re-imbursed for the expenses actually incurred by 
them for such purposes. 

8.]'J2. With regard to the question of accommodation for the officers 
and staff on tours, it has been pointed out to us that more often, than 
not the officers of the Department found it difficult to get allotment m 
the’ Circuit and Rest Houses and Dak Bungalows which were under 
the control of the State Governments. This was particularly so as 
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officers of the State Governments, though in lower status, were given 
nreference in regard to accommodation in such cases. In additioi^ there 
were also, at some places, differential rates of charges for the Central 
and State Government officials for utilising such ^commodation. 
for instance we find that in one of the States while officers of that State 
have not to pay for accommodation in a Rest House more than Ks. 1 
nP per day, a Central Government officer is charged for the same 
accommodation Rs. 5-75 nP. This is a very anomalous and unsahs- 
f actor V position and results in Central Government Officers 
of pockeL when going on tour on official work. We suggest that suita- 
ble arrangement should be made with the State Governments so that 
there is no discrimination against Central Government officers on tmr 
in the matter of providing and charging /or accommodation Dak 

Bungalows and Rest and Circuit Houses There is 

viewing the rates of charges recovered from officers and staff who, 
during tours, use office accommodation for purposes of their stay. 

8103 Difficulties are also experienced by the officers and staff of the 

Housing Department in the matter of housing. In view of 

iu using general shortage of residential accommodation 

at almost all the stations were the tax offices are situated, 
have not only to pay very high rents but are also at times unavoidably 
driven to undergo obligations of influential f""®s"ees m getting suita- 
ble accommodation. The impartiality and integrity of 
in consequence, questioned by the misinformed public. This has natu- 
rally a demorali.sing effect on the officers concerned. We understand 
that the Department has been trying to construct residential accommo- 
dation both for the gazetted and non-gazetted staff at various stations, 
but its efforts have been greatly hampered for want of adequate funds^ 
In our opinion, it is very important that the employees of the Revenue 
Department are provided with suitable and adequate residential accom- 
modation bv the^ Government. We, therefore, suggest that sufficient 
funds should be allotted for the construction of 

the o//icers and staff of the Income-tax Department Further, so lonp 
as the Government is not able to construct adequate number ■^7 
dential quarters, it should itself hire suitable Ind 

out to the Deparmental personnel as is obtaining in Delhi, Bombay and 
Calcutta where Estate Officers requisition necessary accommodation /or 
the officers of the Central Government. We understand 
Defence Service and Railways have made arrangements for huing 
accommodation for their employees. In this connection, the State 
Gov*»rnments may be requested to extend their fullest co-operation i 
the matter Besides doing away with any discrimination m respect to 
housing between the State and Central Government employees the 
State Governments should in particular be requested to make the accom- 
modation vacated by an officer of the Department, who has been tra 
ferred, available to his successor in office. 

8.104. Serious difficulties are experienced by the f 

vants in the matter of education of their children 

cw,*e„ when they are 


other. Overcrowding 
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and difference in syllabii, sessions of .study and inedm education are 
some of the factors that create considerable hardship 
■education of the children of the staff. Provision for adequate educa- 
tional facilities for all the children is admittedly thejesponability of the 
State. The Government owes it all the more to Jr„ ^ 

education of their children does not suffer for no fault of theirs. We 
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/eel that the present difficulties could be considerably mitigated if the 
Central Government organise schools in the various important cities and 
towns for the children of its employees. All such schools should have 
a common medium of instruction, preferably the official language, and 
uniform carricula and syllabi! for the various classes so that even if an 
officer is transferred in the middle of an academic year, his children 
could be admitted straightaway in the school at the new station with- 
out suffering any break in their education. The final examination of 
such schools should be conducted by an all-India body or the Central 
Ministry of Education and recognised by the Central and State Gov- 
ernments as well as Universities as equivalent examination run by tlye 
States Secondary School Boards or the Senior Cambridge Board. So 
long as such scfiools are not set up in adequate numbers, arrangenients 
should be made urith the Slate Governments and irn.portant educational 
institutions for securing priority for admission of the children of a 
Government officer on transfer. 


8.105. Our attention was also drawn to the insufficiency of 

medical aid provided to the Government sert^ants. 
Medical facilities The rules for availing of medical facilities are very 

cumbersome and differ from place to place. It is 
complained that the authorised Medical Attendants are not general]} 
easily accessible. Govcrrirnent servants are rtsually obliged U; iubi 
incur expenses from thei]' own pockets which ihey may not be cfijle to 
afford in the present difficult times. Witfi regard to the contributory 
health service scheme which is in operatfon in Delhi, dissatisfaction has 
been expressed on the ground thal medical assistance is not aysaiiable 
at all times and is not of sufficiently high quality. We -would urge j iwt 
these grievances should be sudably redressed, and adequUi e medicnl, 
facilities should be afforded to the staff of the DeparUneat. 

8.106. Provision of ciieap hoiiday homes at hill stations and other 

health resorts will be of considerable bonefit for resi 
Holiday ];omer, and recreation of the Government servants. We un- 

derstand that several other departments like the 
Railways, Defence, Posts & Te]cgra[>hs, provide such facilities to then* 
employees. Some of the Stale Governments have also arranged for such 
holiday facilities. We suggest ihal the Department should make arran- 
gements for constructing or hiring l^uildings at important hill stations 
for use and holiday homes and let them out at reasonable rents to it.s 
employees desiring to recoup their health from the strain of hard work 
which the Income-tax Department necessarily entails. 


8.107. Willing co-operation and a sense of responsibility on the part of 
the employees is highly essential for successful and 
Staff relat ons and efficient functioning of any organisation. Our 

Welfare aaivi ies, personal visits to the tax offices and the evidence 

given by the Staff Associations revealed to us that a 
1 sense of dissatisfaction existed amongst the non- 

gazetted personnel of the Department. We appreciate that the members 
of the staff at all levels in the Department have to perform onerous and 
unpleasant duties. Sympathetic understanding of the personal difficul- 
ties of the staff and a spirit of goodwill and comradrie in the day-to-day 
work is essential for building up good staff relations. It is the primary 
duty of the superior officers to develop a spirit of fellowship and a sense 
of satisfaction amongst the staff working under them. We are informed 
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that the Department has been encouraging various staff welfare activi- 
ties and giving financial assistance for the organisation of sports and re- 
creational facilities. Welfare Officers have been appointed at some places 
like Bombay, Calcutta and Delhi. Staff* Benevolent Fund has also been 
started. These activities are in the right directioii and we desire that 
they shonld he jurther strengthened and enlarged so as to improve the' 
iveijare aspect of the staff, 

8.108. The various grades and classes of the gazetted and non-gazetted 
staff of the Department have organised themselves 
vStan Cominiticcs into staff associations for promoting good 
service traditions and advancing their legitimate in- 
terests and aspirations. We are informed that the Central Board oi 
Revenue and the Commissioners sympathetically look into the grievan- 
ces placed before them by the staff associations and take necessary steps 
to remove them, wherever justified. A suggestion for the introduction oi 
the system of Whitely Councils as obtaining in the United Kingdom was 
mooted before us. The objects of these councils are defined in the fol- 
lowing terms : 

secure the greatest measure of co-operation between the State 
in its capacity as employer, and the general body of civil 
servants in niatters affecting the Civil Service, with a view 
to increased efficiency m the public service combined with 
the well-being of those emp)loyed; to provide machinery for 
dealing will) grievances, and generally to bring together the 
experience and different points of view of representatives of 
the administrative, clerical and manipulative Civil Service”/' 

We understand that the Government has already set up, on similar lines 
as Whitely Councils, Staff Committees in the dilTerent Ministries with a 
view to having joint consultation on various administrative matters. 
'This is a step in the right direction and requires to be extended. Wo 
suggest the Staff Committees should also be constituted, in all Conimis- 
sioners' charges at their respective headquarters. These Con.nnittee^< 
may be extended later on to lower formations so that joint consulta- 
tions can be had at all levels for improving staff relations. 

8.109. Complaints have been made from some quarters wuth regard to 

Discipl ne th;' lack of proper discipline and sense of responsi- 

bility amongst the staff at different levels. Thougli 

we realise that this matter is not peculiar to the Income-tax Department 
and reflects the general climate in the country, necessary steps are re- 
quired to be taken by the Government to counter this harmful tendency. 
A re-examination of the service conduct rules and disciplinary proce- 
dures is necessary and we suggest that the Government take ^proper 
measures in this regard. It is essential that employees of the Govern- 
ment work with a sense of patriotism and a spirit of public service. We 
wish to stress that cases of indiscipline and lack of a sense of 
hility should he promptly looked into and due steps taken to pnmish the 
wrong doers wherever necessary. 

OFFICE EQUIPMENT AND ACCOMMODATION 

8.110. We received numerous complaints from official as well as non- 
official witnesses about the paucity of elimentary office requirements 
like adequate accommodation, furniture, stationery, forms, typewriters 

M. Tretfwry-— Staff Relations in the Civil Service, 1955 page 26 para 11. 
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and other equipment and appliances. In order to have an efficient admi- 
nistration and good public relations, it is essential that the staff is given 
adequate supply of necessary equipment for carrying out their day-to- 
day activities. Improi^ed facilities of office accommodation and necessary 
supply of equipment and appliances will not only better the workina 
.conditions of the staff but will also give convenience to the assessees and 
result in increased efficiency in administration. 

8 111 The greatest difficulty experienced in this regard relates to the 
supply of stationery and forms which vitally affect 
Stationery and Forms the day-to-day activities of the Department. The 
Income-tax Investigation Commission had also ad- 
versely commented on this draw back. Ihe figures furnished to us by 
the Central Board of Revenue show that the Controller of Stationei^ 
supplied stores to the extent of only 36 per cent of the Departments 
requirements indented during the financial year 1958-59. The percen- 
tages were even lower in the earlier years being 34, 28 and 30 during 
1955-56, 1956-57 and 1957-58 respectively. The position is equally bad 
in regard to the supply of standardised forms. Failure to supply the 
various forms and necessary stationery in time and to the extent requir 
ed clogs the entire administrative machinery and considerably delays 
issue of statutory notices, finalisation of assessments and collecticm of 
revenue The main reason for this highly unsatisfactory state of apirs 
appears to be that the increase demand, with the vast expansion of the 
Government machinery and its activities, cannot be fully met by the 
supplies currently available. This necessitates some order of priority in 
meeting the demands of the various departments. In our opinion, the 
requirenients of revenue departments jnust be given a suf/iciently high 
priority so that the collection of taxes is not held up ori any account 
We suqqest that the responsibility for arranging supply of stationery and 
printiriq of forms, etc. for the central revenue departments should be 
entrusted to a separate section of Printing & Stationery which may, if 
necessary function under the oiwrall control of the Chief Conti oiler of 
Printinq & Stationery. The departmental authorities should intimate 
th^ir requirements at least six months in advance and if these are not 
met within this period. Commissioners should have full financial 
powers to effect purchase of stationery locally or to get the required forms 
of those items printed to the extent to which they are short supplied. 
For this purpose it should not be necessary, at that stage, wv them to 
obtain a no objection certificate from the Controller of Printing & 
Stationery or to have the rates approved by him. It should, however, 
be administratively seen that the local purcha.ses and printing are effect- 
ed at the best competitive rates. We also suggest that in order to ayotd 
delays adequate financial powers be given to the subordinate authorities 
for making such local arrangements. We do not endorse the proposal 
put forward by some official witnesses that the Department should have 
its own printing press, as it would involve additional cost. 

8 IW We are surprised to find that the Department has taken little 
advantage of the rapid advancement in the field of 
Typewriters and other modern olhce equipment and appliances. Even such 
appliances. essential requirement as typewriters are said to be 

not available in sufficient numbers In the tax offices. 
With the increased workload, it will not only quicken disposal but also 
result in greater accuracy and reliability if the old manual methods are 
replaced by the modem mechanical aids, wherever found economical ^d 
necessary. We suggest that at least typewriters should be supplied ade- 
quately to all tax offices. Various other modern appliances like addressing 
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machines, duplicators, calculating machines, comptometers, photostats 
machines, etc. should be supplied to all such offices, looking to the needs 
and exigencies of work. 

8.113. In the course of our enquiry, we visited a number of tax offices 
at different places and found that in most of them tne 
Office Accommodation accommodation was unsatisfactory. Offices were 
found to be generally overcrowded and the accom- 
modation provided was inadequate for both the staff and the ^^^siting 
Dublic. We appreciate that the efforts of the Department to piovide 
reasonably decent accommodation in all tax offices either by constructing 
its own buildings or by hiring them have been considerably handicapped 
bv paucity of funds and the various restrictions imposed by rules 
and ^regulations We lay great emphasis on the provision of proper and 
S^uatToffic, accommo'^lftion, as Tt will, not only 

tions of Work but also remove inconveniences caused to the taxpayers. 
We suggest that sufficient funds should be specifically allotted jo i 
construction of office buildings for the revenue 

rules reaardina hiring of private accommodation be also suitably libera 
Used We would also like to emphasise that proper attention should be 
paid to the lay out and situation of offices and future needs ol expansion, 
and in this regard, the revenue administration should ordinarily have the 
final Lv It is also important that the tax offices should be adequately 
nmished w th the nwe^sarv furniture. Steel almirahs with safety loe^ 
Sould be provided to each tax office, for keeping all important and con- 
fidential records. 


COST OF COLLECTION 

8 114 Of late, there has been some criticism in the Parliament as 
well as the general public about the increase in the expenditure of tax 
administration without a proportionate rise ni the 
The figures furnished by the Central Board of Revenue in 
taxes collected and the cost of administration during the last six years 
are given in the following table: 

TABLE U COST OF COLLECTION IN RELATION TO REVENUES 

COLLECTED 


Financial Year 


Revenues 
collectcJ 
(in crorcs) 

Total cost oi' 
collection 
(in crorcs) 

Cost t){ 
coliccrion as 
percentage 
of' revenue 



Rs. 

Rs. 

Rs. 

19 .^ 3-54 


164-38 

3-4 

T • 96 

1954-55 


160*40 

3 ■ 

2 19 

1955-56 


170-21 

3 • ?'2 

2-24 

1956-57 


205 • 03 

4'?'5 

6 

00 

1957-58 


229- 17 

4 -^>5 

2.04 

1958-59 . 


236 09 
(Provisional) 

5-11 

a 16 
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The amount of revenues collected as given in this table represent the 
net figures of taxes reahsed after excluding the refunds given from 
gross collections. Granting of refunds also necessarily entails expen- 
diture and if the cost of collection is related to the total gross collections,, 
we find that the relevant percentage is not only much less but there is 
practically no increase therein since 1954-55 when it stood at 1'8 per cent. 

8.115. The Central Board of Revenue has explained to us the various 
factors which have contributed to the increase in the cost of administra- 
tion. On examination, we feel satisfied that the increase ivas justified 
and necessary. In the War years and immediately thereafter the revenue 
had increased steeply on account of the War time profits and the intro- 
duction of Excess Profits Tax. The collection of the additional tax in 
those years did not involve much extra efl'orts. The growth in the 
complexity of work, the measures taken to check tax evasion and the 
increasing tempo in the disposal of assessments and appeals have con- 
tributed to the need for an increase in man power. The increase in cost 
is also due to the improved facilities for training and revision of pay 
scales. Lowering of the taxation limit and introduction of the inlegra.- 
ted tax structure by enactment of various direct taxes laws have also a 
bearing on the increase in the cost oi collection. A number oi tax 
concessions have been given resulting in lower demand, but at the same 
time leading to some increase in the volume wofk. There are ai;r> 
various other factors which have contributed t/) the increase in the cost 
of coileetion. We may point out lhai from the very nature of tlungs 
much of the extra expenditure incurred was not expected to yield im- 
mediate returns and the overall picture is required to be taken over a 
long period of the working of the present integrated structure of taxa- 
tion. 

8.116. We jully agree that the cos- of adininistrutujn. should, be kept (is 

lo'W as practicable. However, a lovv' administrative cost is not: per sc 
an indication of a good tax agency. It has to be recognised that there' 
is nothing like a fixed and constant ratio betvv^een the revenues collected 
and the cost incurred. As the reputed American authorities on public 
finance have observed “What ratio-primary administration costs bear to 
tax collections depends upon a number of factors — the tax imposed, the 
efficiency of the administration and the intensity of administra- 
tive effort Low tax costs resulting from administrative indiffe- 

rence are as much an indication of injury to the tax-paying public as 
high costs resulting from inefficiency”." Difference in the tax structure 
and the provisions and rates of taxes, the economic and social conditions 
obtaining in the various countries and other factors make a comparison 
of the cost of collection of revenues invidious. As remarked in a 
U.S.A. publication “Standards of integrity, com}>etence, absolute fair- 
ness and performance should no where in the Government service be 
higher than that in the Bureau. The attainment and maintenance of these 
standards cost money — a great deal of money. The alternative, however, 
a cheap tax administration costs in the long run more than any nation 
can bear”®. Many witnesses opined against any misguided econoihy and 
laid stress on the necessity of increased expenditure with a view to 
having a more effective and efficient administration. The Income-tax 
Investigation Commission and Prof. Kaldor had also drawn pointed 


♦ American Public Finance - 6ih Edition, 1954 - by Prof. Sultz and Harris— pages 230 
232, 

®Rcport of the Advisory group on the investigation of the Bureau of Internal Revenue* 
submitted to the Joint Commitee on Tmernul Revenue Taxation, 1948- -page VTl 
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attent.i.on to this aspect of the matter. We have earlier suggested mea- 
sures for a better and more effective utilisation of the resources available 
with the Department. However, some of our suggestions would involve 
extra expenditure and we consider that this is necessary for checking tax 
.evasion and and improving the overall efficiency of the Department. We 
must emphasise that such an additional expenditure is absolutely neces- 
sary and will, in our opinion, pay good dividends m future. 


PREVENTION OF MALPRACTICES 


8.117. Highest standards of integrity, honesty and fairplny arc essen- 
tial in all Government departments. The stakes involved in a revenue 
devartineni are very hiqh and, therefore, a very .strict vigilance is called 
for Allegations of malpractices, including corruption, are often made 
against tax administration. It is difficult to estimate, with any reason- 
able degree of accuracy, the extent of this malady. It has been suggested 
that one way of judging the incidence ol' corruption would be to analyse 
the complaints of malpractices received by the Central Board oi Revenue 
against the officials of the Department, From the table given earlier m 
para 8.19, it is seen that during the financial year 1958-.)9 coniplaints of 
■corruption and malpractices v/ere made against 288 lax officials, both 
gazetted and non-gazelted. Thi.s numlier works out at only 1-,1 percent 
at the total strength of the employees of the Department. Apart from 
this a maioritv of the complaint.-; was found to be unjustified and baseless. 
■Out' of a total of 242 complaints enquired into during 1958-59 as many 
as •>! 1 which work out at 87 per cent were found to be untrue. There are, 
however, serious limitations to the above method of judging the magnitude 
of corruption on the basis of the number of complaints, ju.stificd or un- 
justified received against the officers. In a taxing department, oy the 
very nature of things, the majority of anonymous complaints arc Irom 
dissatisfied assessees' who send them with the object of harassing hone.st 
officers. These figures should not, therefore, lead the Department to 
become complacent and have the feeling that there is no coriuption 
because, as a rule, complaints against dishonest officers are rarely lodged. 
Where there is actual corruption, the assessees are generally in league 
with dishonest officers and as the former would be only expo.sing them- 
selves in such cases, they would not normally send any complaints. 
Viewed from this angle, it will be incorrect to go on the basis ot the 
number of complaints received and the number in which action was 
found necessary. 


8118. Malpractices in a revenue department arise mainly out of the 
desire on the part of assessees to evade or reduce 
Causes and Remedies their due liability to tax. Fear of hars.ssment at 
the hands of tax officials and of the inconvenience 
caused sometimes by the lengthy and complicated procedures unden the 
tax laws also contribute to malpractices. It is, therefore, es.sential for 
the Department to see that it has a strong and effective maemnery, so 
that the chances of leakage of revenue are reduced to the. minimum. At 
the same time, the procedures and the methods of work of the Depart- 
ment should be so designed as not to cause any fear of hara.s.sment or 
inconvenience to the assessees. We do feel that a growing awarenesis 
amongst the assessees as to their legitimate rights and obligations an 
an atmosphere of mutual confidence and cooperation betiveen the ol i- 
eials and the taxpayers will go a long way in checking malpractices and 
corruption. The suggestions made by us in the different parts of the 
Beport will help in achieving these objectives. 
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8.119. It is also essential for a tax administration to provide adequate 
safeguards, both preventive and punitive, to check officials from resort- 
ing to malpractices. Instructions are issued from time to time by 
Government in the various departments with regard to the code of 
conduct to be observed by public servants. We have earlier dealt with 
the duties and functions of the Directorate of Vigilancce in this regard. 
Besides the Central organisation, it would be necessary to have vigilance 
sections in each Commissioner’s charge jor organising and co-ordinating 
the vigilance tvork and disposing of enquiries into complaints expedi- 
tiously. As we have already emphasised that temptations and scope 
for indulging in corrupt practices are indeed very great in a tax admi- 
nistration and, therefore, for maintaining the highest standards of 
morality and integrity, it is necessary to keep a constant vigilance over 
the personnel working in the Department. It is, no doubt, true that 
the question of improving the standards of integrity in any adminis- 
tration is vitally linked with the raising of moral climate of the nation 
as a whole. At the same time, it cannot be denied that it is up to the 
Government servants, who hold positions of responsibility and trust to 
set up high standards of unimpeachable integrity and fairness. It is 
well said. “It is not enough to act with integrity. Justice, it has been 

said, must not only be done, but must be seen to be done. So too, 

moral standards must not only be observed but must be seen to be 
observed”.* , 

8.120. The Central Civil Services (Conduct) Rules, 195.5 lay down 
certain salutary regulations in this regard which are obligatory on all 
Government servants. Under these rules prior intimation to the pres- 
criln^d authority is required to be given by a Government servant re- 
garding acquisition or disposal of any immovable property. However, 
if such a transaction is conducted otherwise than through a regular or 
reputed dealer, previous sanction is necessary in the matter. In respect 
of rnovable property exceeding Rs. 1,000 in value, report of such tran- 
saction has to be made to the prescribed authority if the transaction is 

through a regular or reputed dealer or agent and if it it not, previous 
sanction is necessary in the matter. All gazetted officers and Inspectors 
serving in the Income-tax Department have to send every year state- 
ments of immovable properties owned by them. Rules are also laid 
down with regard to acceptance of gifts on weddings and other functions. 
These requirements, no doubt, enable the Government to have some 
supervision over the acquisition and disposal of assets by the em- 
ployees. We, however, wish to emphasise that these measures should 
be made more effective. We suggest that all officials of the Income-ta.v 
Department should be required to send every fourth year a complete 
statement of their total wealth, both immovable and movable, including 
those in the names of wife and children and other family member.^ 
These statements should be thoroughly scrutinised by the Vigilance 
bection so as to sati.sfy that the additions to their wealth are fully 
justified, having regard to their income, expenditure and other rele- 
vant factors. Superior officers and the Vigilance Section should keep 
a thorough watch over the standard of living of the subordinate staff 
in order to bring to book persons whose expenses are disproportionate 
to their incomes. We also suggest that jurisdiction for assessment to 
income-tax of the gazetted officers of the Department should be cen- 
tralised in a circle at headquarters. 

8.^1. While discussing earlier the service conditions of the staff of 
the Department we have suggested various measures for improving 

• Report on Public Administration by A.D. Gorwala, 1951, page 12. 
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. • -,v,i+ioc anH facilities The implementation of these proposals 
^^iren^le the taxing officers not to be under the obligations of tex- 
art ^n^ the matter^of securing residential accommodation, education 
^rfheir children and conveyanc^^ facilities, etc. We also wish to em- 
^ va that accevtina of oifts on weddings and other occasions from 

"if — 'Sfotr/ oSurns 

to see thS they are strictly observed and that m these matteis the> 
themselves set an example to their subordinates. 

8.122. In this connection we wish to stress tetse of^seh^ 

',n‘d Sar^o :r^;eVolfi 

he dvS sereants'as uninformed and '>''wyX'<='l °end 

mHuT made Vainly against /ones, officers should be *aeou™ged “nd 
Hpnrecated The very fact that a report is called for liom the omcer 
Sce??ed or higher authority, as a result of the petition or cornpluint 
XSs the morale of the officer. We have to record that, mainly becau.se 
of this a tendency is growing among officers to shirk resporisibility and 
SyrS t’nkine decisions on their own. This is too serious a development 
to go unnoticed In our opinion, undue importance, particularly in a taxing- 

d4artinent, should not be attached to f 

c^plaints and that nothing should be done which disturbs the morale of 

the officers in the discharge of their duties. 

8.123. It was brought to our notice that in the past few years some of 
the ussessing officers had been leaving the Department, after a few years 
of service, to take up employment in private firms. This has serious 
consequences as instances have come to notice of an assessing orncer lom- 
ing the service of one of the firms which he had been assessing. We 
strongly disapprove of this tendency, as it might lead to abuse ol his 
powers and even corruption. Even if no favour has been shown to the 
would-be employer, there is the loss to the State of the se^ices o ^ 
officers who have been tnained at considerable expense from the public 
exchequer. We, therefore, suggest that the Government should take a 
volicy decision in the matter and take measures for preventing such 
employment. 

8.124. A suggestion has been made to us that it is ri^^essary to hini’e in 
the tax laws a specific provision on the lines of Section 13(3) ot tre 
United Kingdom Income-tax Act; 1952* opinion has been vary sharply 

* An inspector or surveyor who— 

(a) wilfully makes a false and vexatious surcharge of tax ; or 

(h) wilfully delivers, or causes to be delivered, to the General Commissioners a ^ 

^ ^ v«ations certificate of surcharge, or a false and vexatious certificate of objection t® 
any supplementary return in a case of surcharge ; or 
(c) knowingly or wilfully, through favour under— charges or omits to charge any persons 

fd-) is^^Euiltv of anv fraudulent, corrupt or illegal practices in the execution of his office, 
shall, for any such offence, incur a penalty of one hundred pounds and on convicaon, 
Shall be discharged from his of!i:c. 
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divided about the desirability and necessity of such a provision. Those 
in favour of the proposal emphasised that such a measure would provide 
a healthy check against malpractices of high-handed and corrupt officials. 
On the other hand, it was stressed that such a provision would tend to 
demoralise the tax officials and they would avoid taking risks and responsi- 
bilities under the taxing statutes- It was pointed out to us that provisions 
in this regard in the U.K. Act have been practically a dead letter. It was 
urged that such a provision might give an easy handle to unscrupulous 
persons to harass the honest officials end lead to demoralising and dis- 
couraging them from firmly and fairly discharging their duties. It was 
also stressed that the Central Civil Services (Classification, Control and 
Appeal) Rules, 1957, the Prevention of Corruption Act, 1947 and the 
relevant provisions of the Indian Penal Code provide even stricter penalties 
for such offences and malpractices. 

8.125. We have given very careful thought to this suggestion and feel 
that such a provision will, on the whole, have wholesome effect. Apart 
from serving as a check on the malpractices of the dishonest, high-handed 
and unreasonable officials, it would create a fund of confidence amongst 
the public in iiie impartiality and fairness of the Administration. We, 
therefore, recommend (Shri K. S. Siindara Rajan dissenting) that ^he 
proihn,ons similar to Section 13(3) as well as Section 7(7)"‘ and 50(1)@ 
•o| the U,K. Income-Tax Act, 1952, shonld be incorporated in the direct 
taxes staintes. But with a view to safeguarding any'^misuse of these pro- 
visions, we suggest that all complaints arising under these Sections should 
be first m»ade to the Central Board of Revenue, who should institute 
necessar}' departmental enquiries into the allegations. If the Board is 
satisfied that there is a prima facie case for taking action against the officer 
concerned, it should initiate proceedings under these provisions. 

REPRESENTATION OF ASSESSEES BY TAX EXPERTS 

8.126. Tax-payers Imve often to seek expert advice in complying with 

the requirements of the tax laws which are too techni- 
Ciasses o! representatives cal and complex for laymen to understand. The tax- 
ing statutes authorise certain classes of representatives 
to appear on behalf of assessees. Section 61* ’'‘of the Income-tax Act and 


'^Sediion 7(7) : A clerk or clerk’s assistant who- 

(a) walfully obstructs or delays the execution of this Act> or 

{b) negligently conducts or wilfully misconducts himself in the execution of this 
Act, shall incur a penalty of one hundred pounds, and shall be dismissed from his 
office, and be incapable of again acting as clerk or clerk’s assistant. 

(^Seciion 50(1) : Save where expressly authorised by this Act, the General Commissioners 
shall not alter any assessment before the time for hearing and determining appeals, and then only 
in cases of assessments appealed against, and in accordance with their determination ; and if the 
clerk to the Commissioners or any other person makes, causes or allows to be made, in any asso«s 
iirtciu, any unauthorised alteration he shall incur a penalty of fifty pounds. 

*'*‘61. Appearance by authorised representative. 

(1) Any assessee, w^ho is entitled or required to attend before the Appellate Tribunal or 
any Income-tax autliorit y in connection 'with any proceeding under this Act otherwise than whea 
required under section 37 to attend personally for examination on oath, or affirmation, may attend 
by a person authorised by him in writing in this behalf, being a relative of or a person regularly 
employed by the assessee, or a lawyer or accountant or Income-tax practitioner, and not beixig 
.disqualified by or under sub- section (3). 

(2) In this section, - - 

(1) a person regularly employed by the assessee shall include any officer of a Scheduled 
Bank with which the assessee maintains a current account or has other reguar dealiagi; 
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the corresponding provisions of the other direct taxes Acts enumerate the 
l^r«on? wSo are entitled to act as such representatives and the quahfica- 
Finns necessary for doing so- At present, besides a relative or m employee, 
Sree SSSesof vi lawyers, accountants ^ 

Practitioners are entitled to act as authorised representatives of the 
assessees. 


8.127. It has been urged from some quarters that with a view to 
improving the quality of representation only lawyers 
Income-tax Practitioners and qualified accountants should be authorise to 
represent assessees and that Income-tax Practitionei^ 
who have different academic qualifications and status should be debarred 
from practice. We find that in most of the other countries only lawyers 
find qualified accountants are authorised to represent assessees in tax 
matters. As an American author has observed “Tax practice m its most 
difficult manifestations is a speciality, just as surgery is a speciality ot 
medicine and the specialists should be trained in both accountancy and 
law”.* However, we find that in our country not only is the number ot 
Chartered Accountants and lawyers engaged in tax practice limited but 
also that the majoritv of the assessees can ill-'afford to pay the compap- 
lively high fees charged by them. We have given careful ccmsideration 
to this iiuitter and, we feet, that if the right to represent assessees is 
tricted only to Chartered Accountants and lawyers, it would cause undue 
hardship to the small income assessees who form the bulk of the Indian 
tax-payers. 


8.128. Though we have suggested that Income-tax practitioners should 
continue as a class of tax representatives, we feel, at the same tim^, that 
the quality of such practitioners should be improved by prescribing higher 
qualifications than those provided at present under Section 61 of the 
Income-tax Act. We suggest that in future the minimum academic quali- 
fications for an Income-tax Practitioner, should be a degree in commerce 
of any of the recognised Universities. In addition, such a person should 
be also required to pass a written examination in accountancy and tax 
laws, to he held by the Department, The Central Board of Revenue 


(Section 6i continued) 

(//) “lawyer’* means a Barrister- at-l.^aw or Solicitor or any other persons entitled to plead 
in any Court of law in the taxable territories ; 

(/Vi) “accountant” means a registered accountant enrolled in the Register ol Acctumiants 
maintained by the Central Government under the Auditor’s C>'rtilicatc Rules, 1932.> 
or a holder of a Restricted Certificate under the Restricted Certificate Rules, 1922, or 
a member of an association of accountants recognised in this behalf by the Central 
Board of Revenue ; 

(iv) “Income-tax Practitioner” means* 

(</) any person, who, before the ist day of April, 193H in the taxable rcrriiories or belore 
the I St day of April, 1949, ii^ merged territories or before the ist day of Apnl, 

1950, in any Part B State other than the State of Jammu and Kashmir or before the 
14th day of May, 1954, in the State of Jammu and Kashmir attended before an Income- 
tax Authority on behalf of any assessec otherwise than in the capacity of an employee 
or relative of that assessec; 

(b) any person who has passed any accountancy examination recognised in this behalf 
by the Central Board of Revenue; or 

(») any person who has acquired such educational qualifications as the fX'Utral Board 
of Revenue may prescribe for this purpose. 

(3) No person who has been dismissed from Government service after the ist day of April 
1938, shall be qualified to represent an assessee under sub-secticn (i); and if any. . . . 


♦ Successful Tax Practice, Tliird Edition, 1956 by Hugh C: Bickford, pagea 8-9. 
410 C.B.R. 
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should prescribe curricula of a sufficiently high standard and fix reasonable 
fees for appearing in these examinations. We understand that in several 
countries like U.S.A., Japan etc. tax practitioners are required to pass an 
examination held by the taxing authorities before being allowed to prac- 
tice. However, the existing Income-tax Practitioners should be allowed 
to continue as tax representatives irrespective of their qualifications and 
should he exempted from taking this test. We also recommend thM 
Income-tax Practitioners, both existing and new, should be permitted to 
represent tax-payers in respect of all the direct taxes laws. 

8.129. With regard to Lawyers we feel that the present definition of 
lawyer^ under Section 61 (2) (ii) of the Income-tax Act should continue to 
hold good. We suggest that accountants other than Chartered Accountants, 
who, by virtue of Section 226 (2) of the Companies Act, 1956, are entitled 
to be appointed to act as auditors of companies registered in a particular 
State, should also be allowed to represent assessees in tax matters. 

8.130. Another question posed before us was whether persons, who have 

either retired or resigned from the Department, should 
Departmental Personnel not be debarred from representing assessees before 

the direct taxes authorities, even if they are otherwise 
qualified to do so. We feel that denial of the right to such practice will 
cause hardship to those departmental personnel who are qualified to 
represent assessees and have to live on small pensions after retirement. 
Moreover, utilisation of the experience and knowledge of such persons may 
in some cases be of advantage to the Department as well as to the 
assessees. We, therefore, agree with the views of a large majority of our 
witnesses that it would be neither practicable nor desirable to completely 
prohibit such persons from tax practice. We believe that the following 
and other measures suggested by us elsewhere will be sufficient for safe- 
guarding against any abuse of their position by such persons. With a 
view to ensuring that Departmental personnel do not show undue favours 
to assessees on the eve of retirement or resignation or otherwise canvass 
for clientele, we consider that it would be desirable to impose reasonable 
restrictions on their right to tax practice. We suggest that no official of 
the Department should be allowed, without the previous permission of the 
Central Board of Revenue, to represent tax-payers for a period of two years 
after retirement or resignation. The Board should give the permission 
subject to the condition that the person concerned will not be entitled to 
tax practice in the State or the Commissioners^ charges where he had 
served at any time during the three years immediately preceding Jiis 
retirement or resignation. As regards 'the officers having all-India juris- 
diction like the Directors, permission for tax practice should be given to 


(Section 6i continued) 

lawyer or registered accountant is found guilty of misconduct in connection with any 
income-tax proceedings by the authority empowered to take disciplinary action agai- 
nst members of the Profession to which he belongs, or if any other person is found 
guilty of such misconduct by the Commissioner of Income-tax, the Commissioner of 
Income-tax may direct that he shall be thenceforward disqualified to represent an 
assessee under sub-section (i): 

Provided that — 

(a) no such direction shall be made in respect of any person unless he is given a reason- 
able opportunity of being heard, 

fb) any person against whom such direction is made may, within one month of the mak- 
ing of the direct. on, appeal to the Central Board of Revenue to have the direction 
cancelled, and. 

(c) no such direction shall take effect until one month from the making thereof, or when 
an appeal is preferred, until the disposal of the appeal. 
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them on the further luring t^^three^years preceding 

whose cases have been dealt ^h Officers who desire to resign and 

their retirement or restgna ton. jS^ars of their joining the 

8.131. We ^^‘i^^^^istraliarjSanreSr^a^^ 

Rcgistraiion. sarilv registered with the authorities 
„ere fact that certam"St3?ries. *a>t 

accountants and lawyers are to sLk registration 

our opinion, no justifeation for no q ® g^titled to tax prac- 

with the direct taxes ^ j chartered accountants but 

tice not in their own right as lawyers and c^rt^^^ provisions in the 
because they have been authorised Jo do so ^d countants are 

direct taxes Acts. Moreover all lawyers and them «re 

not engaged in tax + they should be registered with the 

actually doing so, h is the ovinion that the admission of 

lax authorities. We are therefore, of the opinion 

the various classes of professional exper nev^-tment In respect of 
lated by a system and chLtered 

lawyers who are entitled ^ ^ Accountants Act and entitled to 

accountants enrolled J ^^t^mltic We suggest that registration 
,C^r*atThe“ cSsSpners nnd fe Centtal Board of 
Revenue may frame suitable rules for this purpose. 

« 132. I. was urg^ befog us thaf wghj to^sgurinj bif ^andgrds 

T r • sentatives the Department should have a direct and 
Disciplinary junsdicuon for taking disciplinary action in 

f vronnHiict Section 61 (3) of the Income-tax Act envisages dis- 

the Co,™— 

1949, or of the High Court under the ^f^^^^Xemelv commented on the 

taVauthStfeT?^^^^^^^ 

2Strtranrso»e?'&“g^3^^ 

sentatives, sufficient powers for “W 

cases of misconduct are given to the tax authorities, 

8.133. We have no doubt that a l^ge 

tain the ^^^hest standar;^ of ^nk between the tax-payers and 

important profession, ihey lorm a . . o . mllection depend consi- 

the Department and the manner and There have been 

derably on f «bbffbctlve and hongt repugn dhere_^ 
complaints that there are a few tax rep middlemen between the tax 

oUonts in mnlpractice and play a 'g* “^SiatSTwe are con- 

evaders and unscrupulous officers On caretm exam ^ ^ evasion, 

vinced that with a view to ^uccessfiffiy tacUmg the men^^^^^^ m , 

removing malpractices and corruption and having an eiiecuve anu 
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administration, it is gS da^s^s’^^o? ^tex^repSentatives. 

powers of disciplmai^ contr , practitioners should continue 

S^'SrLrtfSimiiioners, who ohouU use thei, awthoT,ty with 
greater vigilance. 

8.134. It was “'S®* ^'^“'/^,,a?tSS\ccountaSs' to* respest rf their 

Bonrd of Revenue. We see no the Bar Councils Act, 

High Court as P^^f^^’fJ^rhartZed^Account^^^ Act, 1949, in this matter 
1926 and Section 21 of ^iew of the fact that lawyers and 

should be taken away^ » matter of right, entitled to practice 

chartered accountants anefthat this privilege is given to them 

before the direct taxes aut^onties, a relating to direct taxes n 

“‘'’TcBSratta'eterfed^ ’prcSsly.'w^ 
;rie„d®t"ftSr;‘;lSLe 4 in .h<. sl,rcerdi„B ptraB.apn 

should oe adopted in this regard. 

i.- ,f nrnipssional misconduct necessitating the 

8.13s6. If any question ol Pro tssiona accountant erises, the 

removal from the register oi, ^ ^ consider whether the complaint is 

Central Board of Revenue should first preliminary examina- 

such as requires ‘i/®^‘P^}"®^^..Sered accountant, the matter should then 
tion, if the c^e relate Discinlinary Committee of the Council ot 

be referred for emquiry to J^he Disaplinary Chartered 
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Accountants Act, 1949. It the m eg nrovided under the Indian Bar 

Department should take necessa Y . High Court is first moved in the 

Councils Act, 1926. according to ^^mh the High is to 

matter and if the com^aint is n T^jgwjct^ Judge. The report of the 
be made by the Bar Council or , , _ submitted to the President of 
enquiry in either ^ho will pass orders after hearing the 

the Income-tax f Coimcil of the Institute of Chartered 

complainant, the respondent and t procedure is 

Accountants or the Bar the appointment of a High 

.suggested ^^^^ject to our recomme da^ Tribunal being 
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8.136. The rules of the SS 
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nominee of the Central rnadp later on. We recommend 
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representative oj the central o “• tnniner before the direct taxes 

such a case regarding the bIt Couiunl the Standing Counsel of 
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8.137^ We regard^U ‘“'IsCE ^rlfs 

Disclualifications charge f 

SS t - m^VcU He “hoTiI bJ ^traightaivay dis- 

the provisions of the removed from the register. It 

qualified from tax practice a d ‘ ^ follow the usual procedure foi 

should not be necessary m c^ion of a tax 

taking disciplinary action. e ^•{^etting or aiding his clients in 

the direct taxes Acts, on charges from tax practice. We 

evasion, should result in the direct taxes Arts 

also feel that any tax exp i • , , ' gift or expenditure should be 

for concealment of "g^Jity proceedings have become 

disqualified from representation j,,,tice. the 

s:!., 

^fsiHXvSTn Sin's, peoceedinge do not reeuU tn 

8.138. Another important ^*”^^"^,^!''’ff^fheir^clients’ liabilities under 

tax experts in.the correct determmation or eid.giv^ 
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the Institute of Chartered Accountants mE gl ^^d ^hat the 
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Chartered Accountants there i and correct disclosure of their 
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affairs to the Inland Revenue Depaitment the Government 

clients have defrauded or LceotS by any tax-payer, they 

Exchequer. In case }^’ ® ® on in^tSf mrtterl Furthermore 

wiliidraw Iron-i representing such a p . j tax -payer had committed 

they let the Department know ^haV^e particular tax p y 
a fraud though they do not reveal ^he exact natur^oi^ 

In no case do they attempt to shield f „ conduct they are liable to be 

event of their failure to obesrve this code of conduct tn y abetting 

proceeded against on charges of oonspi^racy with or of auhng^^ 

the t»x-payer in committing the between the Accountants and 

United States of America, oonimunication beU purposes 

the clients are not treated as privileged ‘ before the Revenue 
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scheme in regard to assessment of cases of small income group, the cost of 
representation to such assessees will be considerably reduced. We have 
also suggested elsewhere that the Department should take steps to assist 
the small income group assessees in filling their returns and in complying 
with the requirements of the taxing statutes. As we are suggesting in the 
Chapter on Public Relations, Chambers of Commerce, Trade Associations 
and Bar Councils may take necessary measures for providing free or cheap 
advice and assistance in tax matters. We suggest that the Government^ 
in consultation with the professional bodies, Chambers of Commerce, and 
Trade Associations, may take necessary steps in this regard. 


CHAPTER 9 


Public Relations 




INTRODUCTORY 


9.1. Efficient administration of a tax is not solely a question of col- 
lecting the tax due; it also implies that tax should be col- 
lected with the minimum of inconvenience to the public. Judged from 
this stand point, the Income-tax Department has come in for a good deal 
of criticism in recent years. Much of it may be unjustified and it is 
perhaps the result of the general hostility towards the taxes themselves. 
But in so far as this criticism indicates the extent to which the Depart- 
ment’s relations with the taxpayers are strained, we feel concerned. 
Immediate action appears to us to be necessary not only to arrest any 
further deterioration in the relations with the assessees but also secure 
a positive improvement in them. We have kept this objective prominently 
before us while making our recommendations about the changes in the 
administrative organisation and procedures. However, in view of the 
importance of the problem we consider it necessary to examine the ‘public 
relations’ aspect of the tax administration in a separate chapter. 

9.2. We have already drawn attention to the general lack of trust and 
confidence between the taxpayers and the tax collectors. The Department 
cannot obviously function smoothly and efficiently in such an atmosphere. 
It is no doubt because of the absence of mutual confidence and trust 
between the assessees and the officials of the Department, as well as the 
complexity of the tax laws, that a class of professional ‘middlemen’ has 
grown up. There is a feeling among the members of the public as well as 
the Department that many in this class are exploiting the situation to 
their own advantage. It is in the interest of the assessees as well as the 
Department that such an exploitation should be effectively checkmated 
by establishing better relations between the Department and the taxpayer, 
based on mutual understanding, trust and confidence. 


FACTORS INFLUENCING PUBLIC RELATIONS 

9.3. The problem of ‘public relations’ is basically a psychological one, 
and it is a manifestation of the people’s attitude towards taxes and of the 
manner in which tax laws are administered. Taxes are 
Public attitude generally resented and most people react to them in a 

towards taxes hostile manner. People are notoriously unwilling to 

part with their money and taxes are resented all the more becaus^ in ffie 
mindi of the individual citizen, the amount of taxes paid is 
related to the amount of governmental benefits received. Brides, taxes 
being a compulsory levy, leave no option to him but to P^Y- I’’® 
in these circumstances, be expected to be enthusiastic about a tax he has 
to pay. Taxes are, however, a necessary cost of civilised living and are 
more so in the modem welfare State. People have, therefore, to ne^s- 
sarily acquiesce, even though passively, in the paymmt of tax^ levi^ 
by the State and cooperate, atleast grudgingly if not cheerfully, with the 
tax administrators. 
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9.4. The attitude of the tax administrator lowai'ds the tax payers is 
also of great significance in securing even ‘passive acquiescence and cer- 
tain grudging cooperation’ of the latter. Rigid honesty 

Tax adtninistraior’s and Strict impartiality in the administration of the tax 
behaviour laws, eagerness to collect only the tax rightly tiue under 

the law but no more, courtesy towards the tax payers and avoidance of 
irritation and inconvenience to the assessees in the taxing process charac- 
terise a desirable attitude on the part of the tax officers. Treatment of 
taxpayers with utmost politeness, reasonableness and fairness creates 
immense goodwill and makes the administration of a tax much less irk- 
some. It has been said rightly that the tax gatherer should approach the 
assessees as a “bee gathering honey from flowers’’. While the officers of 
the Department have necessarily to be firm in the discharge of their duties, 
and function without fear or favour, they must be sympathetic to the tax- 
payers, and show due consideration for their doubts and difficulties. ’They 
must accord the same treatment to the assessees as they themselves would 
like to recieve if they were in the place of the assessees. The personnel 
of the Department must be enthused with a spirit of public service which 
should be specifically impressed upon them at the time of their entering 
the service and also in the course of their training. We have already 
emphasised in the Chapter on Administration that the training program- 
mes, particularly, those for the officers, should include, with greater 
emphasis, instruction in the technique of dealing with the public and 
maintaining good public relations. The various outward communications 
of the Department should be couched in as polite a language as possible, 
and, in the course of personal interviews also, the officers should be as 
courteous and helpful as circumstances permit. 

9.5. Development of a desirable attitude on the part of the tax officers 
towards assessees is, however, dependent, to a considerable degree, upon 
their morale, prestige and self-reliance. We have elsevv’here referred to 
an unfortunate tendency to run down the tax officers on every pretext. 
Constant criticism and Interference in their work demoralise the officers 
and make them lose their sense of proportion, self-confidence and initia- 
tive. A demoralised officer can hardly keep good public relations nor can 
he inspire confidence. Such criticism should, therefore, be avoided, as 
far as possible. 

9.6. The general attitude of the officers of the Department should be 

one of willing helpfulness towards the assessees. They 
Helpful attitude t<>- should be equally zealous in protecting the tax payers 
wards taxpayers gg gj-e in protecting the revenue. It must be the 

duty of every officer of the Department to bring to the 
assessees’ notice any allowance, rebate or relief that may be legitimately 
due to them. They should also guide, advise and help the assessees, 
particularly the small ones who form the bulk of the Indian tax payers, 
in the discharge of their obligations in relation to the tax matters. 

9.7. We understand that the Central Board of Revenue has issued 
instructions, from time to time, to the above effect as would appear from 
the following extract from one of its circulars: — 

“Officers of the Department must not take advantage of ignorance 
of an assessee as to his rights. It is one of their duties to 
assist a taxpayer in every reasonable way, particularly, in 
the matter of claiming and securing the reliefs and tn this 
regard the officers should take the initiative in guiding a 
taxpayer where proceedings or other particulars before them 
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indicate that some refund or relief is due to him. This atti- 
tude would, in the long run, benefit the Department for it 
would inspire confidence in him that he may be sure of get- 
ting a square deal from the Department'’. 

There is however, a general complaint that such instructions are not 
always followed by the officers of the Department. Instructions are of 
use only if these are observed in practice. It is absolutely necessary, 
therefore, that the Central Board of Revenue should exercise a stricter 
control over the implementation of its instructions and should devise suit- 
, able machinery for this purpose, hi the course of inspection of an officer's 
woi'k, it should be specifically examined whether the officer has failed to 
bring to the assessees' notice any relief due to them under the Acts. The 
^ higher authorities should view any such omission very seriously and take 
such punitive and remedial action as may be necessary in the circumstances 
of the case. 

9.8. We found that amongst the many factors which tended to strain 
the Department’s relations with the public, the most important were 

those which related to faulty procedures and methods 
Procedures and of work such as, too many hearings, arbitrary rejection 
methods of work assessees’ accounts, insufficient time for compliance 
with notices and other requirements, long waiting by the assessees and 
their representatives in the tax offices, delays in finalisation of assess- 
ments, appeals, refund claims and other proceedings, indifference in the 
grant of relief due to the assessees, treatment of every assessee with 
suspicion, etc. The remedy obviously lies in devising such procedures 
of work as would remove the several causes of friction. Various changes 
in the procedures and methods of work suggested by us in the earlier 
Chapters will, we believe, considerably help in improving the Depart- 
ment’s relations with the assessees. The procedures of work should, how- 
ever, be kept under constant scrutiny so as to discover points of Tric- 
tional heat’ and effect improvements. 

9.9. Several witnesses pointed out to us that assessments made by 
assessing officers were, sometimes, far in excess of the correct tax liabi- 
lity of the assessees and that such over-assessments were, to a large 
extent, responsible for straining the Department’s relations with the 
public. It was complained that over-assessments went un-noticed by 
higher authorities and that even when they were pointed out by the ap- 
pellate authorities, no action ensued. Some witnesses even felt that 

♦ over-assessments had earned promotions for some assessing officers. We 

view these complaints with great concern, particularly when they are 
being made despite the fact that it has been repeatedly emphasised at the 
^ highest level that the Department should not collect a pie more than 

what is due. To remedy the situation, we feel that, apart from effecting 
improvements in the existing procedures of work, a fundamental change 
in the attitude of the assessing officer is necessary. They should be 
clearly told that in judging the wortih of their assessment xvork, the 
criterion would be not the highly --pitched assessments which are ulti- 
mately reduced in appeals, hut the making of realistic assessments which 
stand' the test of appeal We understand that there are already adminis- 
trative instructions to this effect, but we feel that these need to be re- 
emphasised in order that the senior officers should hear them constantly 
in mind and discourage over-assessments as strongly as they vieto under- 
assessments. 

9.10. Some instances came to our notice in which the recovery pro- 
ceedings were being pursued vigorously although tax payments had been 
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made by the assessees. Similarly, in some cases information was called 
for again although it had been filed earlier. All these difficulties arise 
because of improper record-keeping and inadequate arrangements for 
getting and filing of receipts. We recommend that effective steps should 
he taken in the matter and there should be a fool-proof system about 
getting and filing of necessary receipts for the various documents, papers, 
payments, etc. In this connection we may also refer to another complaint 
that was made to us, namely, that confidential papers pertaining to asses- 
sees were being sent in open envelopes, presumably through carelessness. 

We need hardly emphasise how nesessary it is for the Department to 
ensure in the interests of good public relations and the secrecy provisions » 
of the direct taxes Acts that the information relating to an assessee goes 
to him and does not, either inadvertently or through carelessness, pass 
to unauthorised persons. We recommend that general instructions re- ^ 
garding care in despatch of papers should be issued and necessary checks 
should be laid down to ensure that these instructions are being followed. 

9.11. It was pointed out to us that the present system of fixing quotas 

^ ^ for disposal of assessments and for collections caused 

coHeSon^argets harassment to the assessees, because, in their anxiety 
to reach the targets of disposal and collection, the 
officers of the Department not only, at times, resorted; to arbitrary and 
unjustifiably high assessments but also failed to show adequate accom- 
modation to the assessees in the matter of granting adjournments and in 
payment of taxes by instalments etc. We have carefully examined the 
system and do not find anything inherent therein as should by itself lead 
to harassment of assessees. The targets of disposal and collection are 
intended to secure a control over the assessing officer’s work and are, 
thus, important instruments of administrative control. The trouble arises 
only when the targets fixed are unrealistic and entail too much work 
load for the officers, or when they, at the cost of quality, think of contri- 
buting only quantity. Moreover, a rigidity about these matters is bound 
to create undue hardship to the assessees. We feel that many officers 
and staff of the Department are, at present, over burdened with work 
which may be partly due to shortage of personnel and partly on account 
of faulty distribution of workload. An over burdened officer undoubted- 
ly endangers public relations and the importance of a proper and fair 
distribution of work hardly needs any emphasis. The targets for dis- 
posals and collections must be so fixed as do not, in any way, lead to over- 
assessments and harassment of the assessees, and we have suggested, in 
the Chapter on Administration a rationalisation of these targets. * 

9.12. A major and long standing grievance against the Department 
Unduly long is that the assessees and their representatives have to 

waiting wait in the tax offices for unduly long hours. Such 

complaints continue to be made inspite of the Department’s instructions 
requiring the officers to arrange their work in such a manner that the 
assessees or their representatives need not wait in the office unneces- 
sarily and to fix up cases for examination of accounts or for any other 
purpose leaving sufficient intervals in between. We were informed that 
some officers were still in the habit of fixing all cases for hearing at the 
same hour of the day. As all the cases cannot obviously be taken up for 
hearing at the same time, the practice results in waste of time of the as- 
lessees who have to wait for long before their cases are taken up, and 
thus they are considierably inconvenienced. We desire that the Central 
Board of Revenue should see that its instructions prohibiting the officers 
from fixing up all the cases at the same hour of the day, and requiring 
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t^em to call the assessees at suitable intervals distributed throughout the 
day are scrupulously followed. We also suggest that a list of the cases 
fixed for hearing at the different hours of the day, showing the names of 
the assessees and the time fixed for them, should invariably be mo- 
minently displayed on the notice board outside the officer’s room. 

9.13. One of the reasons necessitating long waiting is the officers’ 
tailure to anticipate the time that would be taken up in the examination 
of a case, and) this is mainly due to the lack of a pre-study of the case. 
5 ailure to study case papers before fixing up appointment or even before 
interview with the assessee naturally delays disposal of the case and 
prevents other cases from being taken up at the appointed time. We 
have already emphasised elsewhere the desirability and usefulness of 
studying the case papers before taking up appointments. Pre-study is, 
however, a matter of habit and mere issue of instructions to the officers 
is not likely to achieve much. The officers should be positively encourag- 
ed and persuaded to develop this habit. The Inspecting Assistant Com- 
missioner may occasionally look into the assessing officers’ cause list for 
the following day andi discuss with them the cases fixed so as to find 
out whether they have already studied the case papers and also to indi- 
cate to them the broad lines on which they might proceed to deal with 
the cases. 

9.14. The officers should bear in mind that time is money to the asses- 
sees and that any time wasted is money lost to them. They should, 
therefore, observe the office hours punctually and should see that the 
(wsessees are not made to spend more than the minimum necessary time 
in yhe tax offices. The senior officers should themselves set examples in 
this regard to be followed by their subordinates. In particular, the Com- 
missioners and Assistant Commissioners should not send for the assessing 
officers when the latter are busy in hearing cases. Whenever an officer 
finds that he may not himself be able to take up a case at the appointed 
time on account of unanticipated circumstances, he must inform the 
assessee concerned or his representative, as early as possible, on tele- 
phone or otherwise, and fix up another appointment suiting his as well 
as the assessee’s convenience. The senior officers should also pay sur- 
prise visits to the tax offices, and see that there is no complaint about 
long waiting. A complaint was made to us by an eminent professor that 
he had once to wait for long beyond the appointed time, and that when 
he was ultimately called in, the Income-tax officer had not even a word 
of regret to offer. A word of regret from the officer by way of common 
courtesy in such cases would go a long way in soothing the assessee’s 
feelings. 


9.15. Assessees visit the tax offices not only when they are called but 
also on their own to make various enquiries and seek clarifications. It 
was complained that they had to wait for long before they were attend- 
ed to. We suggest that the officers should spare at least half an hour of 
their working period to attend to such visitors and the period for inter- 
views should be prominently notified. Besides, all tax offices should have 
Enquiry Counters where the assessees can make various routine enquiries 
without having to wait to see the officers. 


9.16. It was represented to us that considerable hardship was caused 
to the public in obtaining the various tax clearance and 
Tax clearance and verification certificates, and that the Department also 
derived little benefit from them. It was, therefore, 
urged that it would help in improving the Depart- 
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certificate* 
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merit's relations with the public if the issue of these certificates was 
discontinued. We have already given our comments about this system 
in the Chapter on Evasion and Avoidance. In our opinion, these certi- 
ficates serve a very useful purpose, in that these are an effective check 
against tax dodgers and tax defaulters and have enabled the Depart- 
ment to collect considerable amount of revenue. These must, therefore, 
necessarily continue. 


9.17. The difficulties pointed out to us in regard to the issue of these 
certificates are all procedural, and these can be easily remedied through 
administrative measures. It is of utmost importance that these certi- 
ficates are issued speedily without any undue delay. We suggest that the 
staff dealing with the issue of these certificates should he , strengthened,^ 
and, in particular, the number of Income-tax Officers. Foreign Section, 
entrusted with the issue of the certificates under Section 46A of the 
Income-tax Act should be enlarged so that there is at least one such 
officer at the headquarters of each State or the Commissioner of Income- 
tax. The Income-tax officers and their office supervisors should keep a 
close watch over the disposal of all requests for the issue of these certi- 
ficates. All requests not disposed of by the end of the day should be care- 
fully scrutinised to see that these have been kept pending only for justi- 
fiable reasons. 


9.18. One of the difficulties pointed out to us was that, at present, there 
was no prescribed form in which a person of Indian domicile, or a person 
who had already been assessed to income-tax, might apply to the “ter- 
ritoriaf’ Income-tax Officer (i.e., the Income-tax officer within whose 
jurisdiction he ordinarily resides or is assessed to income-tax) for obtain- 
ing an Authorisation in Form A. In the absence of such a prescribed 
form, the applicants did not always know what infoimation to give in 
the application and the Income-tax officers sometimes felt obliged to 
make enquiries on various ponits to ensure that all the requisite condi- 
tions had been satisfied. This resulted either in hardship to the appli- 
cants or delay in issuing the Authorisation. It was also stated that the 
procedure of first applying to the territorial Income-tax Officer and then 
to the Income-tax Officer, Foreign Section, was cumbersome. It was 
suggested that the applicant should be called upon to submit only one 
application to the territorial Income-tax officer who should himself issue 
the Tax Clearance Certificate without the applicant having to go to the 
Income-tax officer, Foreign Section. 

9. 19. We have carefully considered the matter and feel that the pro- 
cedure for issuing the Tax Clearance/Exemption Certificates should be 
simplified to the extent possible so as to remove any unnecessary incon- 
venience to the applicants and to secure a more expeditious issue of the 
certificates. We recommend that an applicant should he required to 
furnish, in duplicate, an applicatioyi in the prescribed form to his assess- 
ing officer who should deliver one copy of the Authorisation to the appli- 
cant and send another copy of the Authorisation along with a copy of 
the application, duly endorsed, to the Income-tax Officer, Foreign Section, 
concerned. The applicant or his representative should then present the 
Authorisation to the Income-tax Officer, Foreign Section, for e.xchanging 
it with the Tax Clearance /Exemption Certificate. In the case of persons 
of non-Indian domicile who have not been assessed by an Income-tax 
officer anywhere in India, the application should be submitted directly 
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to the Income-tax officer, Foreign Section, concerned. The proposal that 
the Tax Clearance Certificate should be issued by the assessing officer 
himself is not feasible because it will not be easy for the carriers to 
verify the genuineness of the certificates issued by hundreds of terri- 
torial income-tax officers all over the country. A Foreign Section In- 
come-tax officer has been posted in all the towns which are ports of call 
in India, airports and certain other large towns and we have earlier re- 
commended that the number of Income-tax officers, Foreign Section, 
should be suitably increased. We are satisfied that, with the changes 
suggested by us, there will be no hardship in obtaining the Tax Clearance/ 
Exemption Certificates from the Income-tax officers, Foreign Section. 

9.20. It was also complained that the forms nece.ssary for obtaining 
these certificates were not freely obtainable to the assessees. We desire 
that all the necessary fo?*ms should be standardised and printed, and 'inade 
freely aiuiilahle to the assessees on request. This will save the assessees 
from a lot of unnecessary trouble and inconvenience. 


n.2l. Provision of adequate and proper amenities in tax offices for the 
visiting assessees and their representatives is also 
Anicriticp in tax necessary for the improvement of public relations. 

Complaints were made to us that the facilities avail- 
able to the public in tax offices at present were woefully inadequate 
The major difficulty is in respect of accommodation in the tax offices 
Though visitors’ rooms are provided in some office buildings, these are 
not at all sufficient. It is a common sight to find the assessees either 
loitering about in the verandahs or squatting on the grounds of the tax 
offices. The position is particularly bad in the mofussil areas. One can 
easily understand how quickly the Department’s x'elations with the asses- 
sees get strained under such conditions. Absence of adequate office 
accommodation also seriously hampers the efficient functioning of any 
office. We have already emphasised, in the Chapter on Administration, 
the necessity and importance of providing adequate office accommoda- 
tion, including that for the visitors. 


9.22. Other complaints are in respect of lack of availability of adequate 
and proper furniture, absence of sanitary arrangements, insufficient 
arrangements for supply of drinking viator and so on. These difficulties 
are particularly experienced in mofussil areas. All complaints of inconve- 
niences in the tax offices should he quickly and adequattely remedied. The 
waiting rooms should be proverly furnished. Adequate and good reading 
material and tax literature should be placed in the waiting rooms so that 
the public can usefully spend their time while sitting there. Adequate 
arrangements for the supply of cool drinking water to the visitors should 
be made in all tax offices. Wherever canteens^ whether run by depart- 
mental personnel on cooperative basis or by others, exist, these should be 
allowed to supply tea, coffee and other light refreshment to the assessees 
also. Wherever possible one or two public telephones should be provided 
for the convenience of the assessees. There should also be proper sanitary 
arrangements for the visitors, and sufficient parking space for their vehicles. 

INFORMATION AND GUIDANCE TO THE ASSESSEES 

9.23. The increasing complexities of tax laws and the importance of 
developing right outlook and attitude towards taxes necessitate educating 
the public as to their rights and liabilities in relation to the various tax 
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laws and the procedures. This need assumes greater importance in view 
of the fact that the bulk of the Indian taxpayers are not so well-to-do as 
to afford the costly advice from the tax experts. 

9.24. The Department has, of late, been endeavouring to fulfil this 

need by means of printed tax literature such as lay- 
Tax Literature man’s guides to the various tax laws, other explana- 

tory notes regarding procedures of assessment, claims 
for refunds, filling up of returns etc. l^e efforts made by the Depart- 
ment are, no doubt, useful and commendable, but these do not seem to 
be quite adequate. Tax Administrations in other countries are increas- 
ingly paying far more attention towards educating the tax payers. The 
Administration in India also should devote greater attention to organised 
departmental publicity and issue more tax literature in <the form of pam- 
phlets, booklets etc. dealing with the various branches of taxation. 
Detailed explanatory notes about the various forms of returns should also 
be made available ito the public. The various explanatory notes, pam- 
phlets and booklets should be written in as simple, non-technical and 
easily intelligible language as practicable, and illustrated by practical 
examples, as far as possible. These should be prepared not only in 
English but also in Hindi and other regional languages. We also suggest 
the publication of a ‘Tax Journal’ by the Department. The Journal should 
contain articles dealing with various problems affecting the assessees, 
important judicial decisions, notifications and circulars affecting the 
assessees’ interests, changes in the Acts etc. The Journal may also con- 
tain with benefit a section to answer queries of the asseesses on tax 
problems. 

9.25. It is also necessary that widest possible publicity should be given 
regarding the tax literature issued by the Department and proper and 
adequate arrangements made for its distribution. We suggest that expla- 
natory notes and unpriced tax literature should be supplied to all the 
assessees along with the notices calling for returns, free of cost at least 
on the first occasion and thereafter on nominal charges. It may also be 
widely distributed through the chambers of commerce and other repre- 
sentative bodies. Issue of priced literature should be advertised in the 
newspapers and also through hand-outs or ‘information notices’ which 
may be sent to the chambers of conmerce and other trade associations and 
which should also be exhibited in the visitors’ rooms in the tax offices. 
There should also be a sort of ‘show window’ in each tax office displaying 
the tax literature — priced as well as unpriced — issued by the Department, 
and each office should have adequate stock of such literature so that it 
can be made available to the public on demand. 

9.26. We also suggest that the various notifications and circulars issued 
by the Central Board of Revenue having a bearing on the application of 
the taxation laws and affecting the assessees’ interests, directly or 
indirectly, should be made known to the public. This can be done 
through ‘press notes’ and ‘news releases’ etc. and also by endorsing the 
copies to the various chambers of commerce and other representative 
bodies. 

9.27. We understand from the Central Board of Revenue that a full 

length feature film on taxation is already under 
Publicity through production. This is a step ^ in the right direction, 

other media Motion pictures and other visual aids are amongst 

the most effective means of getting one’s ideas across 
to the public. The radio provides facilities for spot announcements on 
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important matters of general interest, tax debates and discussions and 
for interviews of officials by commentators. These media of communica- 
tion with the public should, therefore, be regarded as essential in the 
programme of developing public relations. 

9.28. The publicity and educational programmes as suggested in the 
preceding paras are intended to help the general 
Direct guidance to body of taxpayers in their understanding of the taxa- 

assessees tion problems and procedures. However, these can- 

not fully succeed in providing a ready answer to each and every problem 
of the individual taxpayer. Direct guidance and advice by the Depart 
ment to the assessees for the solution of their individual problems is, 
therefore, an obvious necessity. Though all the officers of the Depart- 
ment have generally bean instructed to guide and assist the assessees in 
the discharge of their tax obligations, this task has been specifically 
assigned to the public Relations Officers. We, however, feal that little 
use is being made of these facilities at present. Morever, the assistance 
of the Public Relations Officers can be available to only a limited number 
of taxpayers. In places where there are no Public Relations Officers, 
and particularly in the mofussil areas, taxpayers have necessarily to 
depend on the local tax officers for necessary guidance and help. Where- 
as normally every official of the Department should eagerly and willingly 
advise the' assessees, whenever so requested, it is necessary, in our 
opinion, that the task of guiding assessees should be specifically entrusted 
to a particular branch or person in each tax office. Wc therefore, suggest 
that in places other than those where Public Relations Officers function. 
Enquiry Counters which, as- recommended by us in an, earlier para, would 
be set up in each and every office should be responsible for assisting the 
assessees in filling up various return forms, eocplaining their difficulties 
and doubts, answering their various queries and guiding them in all possi- 
ble ways. 

9.29. In addition to the assistance rendered to the assessees by the 
Department as suggested in the preceding para organisation of free legal 
aid to the small assessees, say those with incomes below Rs. 5,000 a year, 
by professional institutions like the Institute of Chartered Accountants 
and Bar Associations merits serious consideration. It should be the moral 
and social obligation of the professional experts who earn considepble 
income from tax practice, to spare some time and energy for providing 
free legal assistance to the not so-well to do assessees. Such assistance 
will also go a long way in making the public tax conscious. 

9.30. Much can be done by the chambers of commerce and other 
representative bodies in educating their constituents about tax matters, 
and in fact, we understand, some of the important chambers already pro- 
vide such facilities to their members. These facilities should be further 
enlarged. The Department should also seek the assistance of the cham- 
bers and other associations in educating the assessees and may usefully 
establish some liaison arrangements with them for this purpose. 

9.31. Some witnesses also complained that the Department was reluct- 
ant to give its opinion or ruling on the various points, referred to by the 
assessees, involving application of the provisions of the tax laws in rela- 
tion to certain given facts. The assessees have, as a result, to wait till 
the finalisation of assesments before they come to know of the Depart- 
ment’s stand in respect of these matters. Such uncertainty is naturally 
disturbing and causes considerable hardship to the assessees. Failure to 
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give a definite opinion or ruling when asked for also leads to lack of 
uniformity in the application of the law by the different officers of the 
Department and results in avoidable litigation. We, are, however, told 
that while seeking an opinion or a ruling from the Department the 
assessees do not generally give all the relevant facts haying a bearing on 
the point at issue. Sometimes the so-called facts are entirely hypothetical. 
The Department cannot naturally risk giving an opinion under such circum- 
stances. Moreover, the points referred to the Department for a ruling may 
already be sub-Judice, and it may not, therefore, be proper for the Depart- 
ment to give decision on such points. We have given careful thought to this 
matter and we feel that it loill considerably facilitate the administration 
of the tax laws and avoid undue inconvenience to the assessees if the 
Department gwes its opinion on the points referred by the assessees, 
provided that all the facts relevant to the point at issue are made avail- 
able to it. The Department must not, however, give a ruling on such 
points as are connected with any proceedings pending, for the time being, 
before any appellate authority, because this is likely to be construed as 
interference with the exercise of the discretion statuitoiily vested in the 
authority concerned. Opinions and rulings should be given, on full con- 
sideration of all the relevant facts and circumstances of the case, only by 
the Central Board of Revenue or the Commissioners, and nat by any 
junior authority. These opinions and rulings should be binding on the 
Department so long as the facts and circumstances 'are the same, and 
there is no judiciai pronouncement to the contrary. 


REDRESS OF GRIEVANCES 

9.32. There is a feeling amongst the taxpayers that their genuine griev- 
ances against tax officials are not being quickly and adequately redressed. 
Such a feeling which tends to persist, rightly or wrongly, shakes the tax- 
payers’ trust and confidence in the Administration, and is a danger tO' 
good public relations. We, therefore, feel that whereas it is necessary 
and advisable to avoid any irritation and inconvenience to the assessees 
in the taxing process so as not to provide an assessee with an occasion 
for feeling aggrieved, it is of greater importance that whenever an asses- 
see has felt aggrieved at the hands of any tax official, his genuine griev- 
ance should be immediately and adequately redressed. 

9.33. The best and easiest way for securing this is to provide the tax- 
payers an easy and immediate approach to the senior officers. We, suggest 
that all the gazetted officers of the Department, in particular the Inspecting 
Assistant Commissioners and the Commissioners, should keep their, doors 
open for any member of the public to walk in and voice his grievances. 
These officers should, for the sake of convenience keep certain fixed hours 
everyday for the public to meet them. The Commissioners as well as the 
Inspecting Assistant Commissioners should also develop more contact 
both with the junior officers as also the public. They should visit all the 
offices in their charge at least once a year and, during their tour, they 
should spare sufficient time for meeting any taxpayer who may have a 
complaint to make or some special problem to discuss. We also suggest 
that complaints and suggesttion boxes should be provided in all tax 
offices including those of the Assistant Commissioners, Commissioners and 
Appellate Tribunal benches. Complaints and suggestions received should 
be registered everyday by the clerks in charge of the Enquiry Counters 
or the Public Relations Officers, as the case may be, and prompt action 
taken thereon by the competent authority concerned. Periodical reports 
on the complaints and suggestions received and the action taken thereon 
.should be submitted to the next higher authority. 
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PUBLIC RELATIONS OFFICERS 

9,34 Following the recommendations of the Income-tax Investigation 
Commission, Complaint Sections had been opened in 1949 in the Com- 
missioners’ offices in Bombay and Calcutta, and later in Madras and 
Delhi, for the purpose of expeditiously dealing with all complaints regard- 
ing discourtesy, harassment etc. These Complaint Sections were later 
expanded into regular offices under the Public Relations Officers. These 
officers were firstly appointed from among retired Commissioners or 
Assistant Commissioners, but, on the recommendation of the Taxation 
Enquiry Commission to appoint ‘‘younger and more energetic type of 
serving officers”*®*, experienced Income-tax Officers are now appointed as 
Public Relations Officers. The functions and duties of the Public Rela- 
tions Officers are to advise the assessees generally as to their rights and 
obligations, to guide and assist them in filling in their preturns and in 
obtaining refunds, tax clearance certificate etc. quickly, to explain to 
them the procedures for assessment, refunds; etc. and for redressing, in 
consultation with the Commissioner, the legitimate grievances which the 
a.ssessees bring to their notice. 


9.35 We had sought views of the public as to the effectiveness of the 
Public Relations Officers in improving the Department’s relations with 
the public. Opinion is, however, divided as to their usefulness and con- 
tribution towards the improvement of public relations. Whereas some 
believe that the Public Relations Officers have encouraged direct contact 
between the Department and the assessees and have been useful in 
establishing better relations with the taxpayers, there are others who feel 
that they have failed in their task or have at best achieved only limited 
success. 


9.36 Much of the criticism against the Public Relations Officers seems 
to have been made for want of proper and correct appreciation of the task 
before them. A Public Relations Officer is only an intermediary, a sort 
of middleman, endeavouring to bring the taxpayer in direct contact with 
the tax officer, and helping the two in establishing and maintaining good 
relations with each other by explaining the difficulty of one to the other. 
Relations between taxpayers and the tax administrator are determined 
and influenced chiefly in the course of tax proceedings by the respective 
attitudes of the tax payer and the tax officer toward each other. Thus 
tbe tax officer is undoubtedly the fittest person to take care of the 
Acbninistration’s relations with the public, and to see that cordial and 
friendly relations are maintained with the taxpayers. In other words, 
every Officer of the Department is the best public relations officer in 
respect of his own dealings with the taxpayers and we have all along 
emphasised this fact. However, the Public Relations Officers are certainly 
very useful in supplementing and assisting the public relations activities 
of the Department as a whole. As has been pointed out by us in the 
earlier paras, ‘public relations’ do not mean mere avoidance of irritation 
and harassment to the taxpayers; these also involve publicity and educa- 
tional programmes, positive guidance and assistance to the taxpayers, as 
well as timely and adequate redress of their grievances. It is mostly in 
respect of these latter aspects of ‘public relations’ that Public Relations 
Officers have an important part to play. 


♦Report of ihe Taxation Enquiry Commission, VoL II, para 34 page 223, 
410 C.B.R. 
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9.37 The Public Relations Officers have so far achieved a limited 
success on account of several factors, such as. 

(a) They are functioning at only four places, and adequate Publi- 
city even about their existence and the assistance rendered 
by them to the public is not given with the result that most 
of the assessees are ignorant of the facilities provided for 
them. 

ibl They have also been generally entrusted with several other 
duties with the result that they are not able to devote their 
full attention and time to ‘public relations’ work. 

(c) They are also handicapped in their work for want of adequate 

^ resources and authority. They are not adequately equippea 

with .staff, tax literature and other publicity material. lhe> 
also do not possess adequate authority for the redress of the 
assessGGs’ gricvancGs brought to thoir noticG. 

q 38 The difficulties referred to above can be easily resolved by admin- 
istrative measures, and the Public Relations Officers can prove vep useful 
and helpful in promoting better relations between the Department and the 
public therefore, recommend extension of the system. There should 
Ee a whole-time Public Relations Officer in the charge of each Commis- 
sioner of Income-tax. The Public Relations Officers in important places 
like Bombay and Calcutta should be of the rank of 

and those in other places should he at least senior Class I Grade I 
Officeri They should be^selected with very great care 
ofthe institution would largely depend on the personal zeal . 

concerned He should be a person with enthusiasm and flair for this tana 
Ef work and should preferably be one who has been 

‘public relations’ methods. A suitable scheme for training selected officers 
in ‘public relations’ methods and technique should be devised. 

9 39 The Public Relations Officers should be broadly charged with the 
responsibility of organising all ‘public relations’ activities in their respec- 
tive charges^ They should, in particular, carry on publicity and 
tional programmes through the distribution of tax 

the Department and other publicity media, guide and a^ist the taxpayers 
in all possible ways and redress the grievances brought to their notice 
Quickly and adequately. In mofussil areas and other places whe^ j 
Llations Officers are not appointed, the ‘public relations’ ^rk should be 
under the personal care and supervision of the Income-tax Officer in charge 
of the circle. The work may, however, be carried on through the Enquiry 
Counters manned by a selected member of the class III stair who should 
be given special training and a special pay. ^ 

9.40 In view of the importance of establishing the best possible relations 
with the taxpayers and in order to coordinate the activities of the labile 
Relations Officers and to generally organise 'public relations activities or 
the Department on sound and effective lines we are of opinion that of^ 
of the Members of the Central Board of Revenue should be in specific 
charge of ^public relations^ He should be responsible for the preparation 
of tax literature and other publicity and educational material, and should 
generally guide and supervise the 'public relations’ aspect of the Depart- 
ment’s work through the Commissioners of Income-tax. He should, in 
particular, personally attend to the major grievances brought to his notice 
by the assessees. 


2S3 


DIRECT TAXES ADVISORY COMMITTEES 

9.41 One of the suggestions on which we sought the views of the 
public, through our Questionnaire, was the formation of Direct Taxes 
Advisory Committees at the Centre and in each State. There has been an 
overwhelming support for this proposal from the public including the 
various chambers of commerce and trade associations. Advisory Com- 
mittees help to bring together the senior Departmental officials and the 
representatives of the public and thereby create a feeling of association 
between the Administration and the public. They enable the Adminis- 
tration to keep itself attuned to public opinion and to get the views of 
the responsible members of the public as to how the Administration is 
working from the citizen’s point of view, what the difficulties experienced 
by the average taxpayer are and what improvements could be made. 
Such Committees also help the public to appreciate the Department’s 
difficulties in the administration of the tax laws, and explain to them the 
rationale of the particular administrative methods and procedures follow- 
ed by the Department. The Estimates Committee of the Parliament has 
also, in its 49th Report, emphasised the importance of “a consultative 
machinery at each important level of administration where representa- 
tives of the taxpayer might be provided a forum to point out the defects 
in the system of tax administration they might be experiencing and to 
suggest possible remedies therefor”.* 

9.42 Some witnesses were, however, of the opinion that the periodic 
consultations by the Department with the chambers of commerce and 
other representative bodies of the taxpayers serve to achieve the same 
objectives as are intended of the Advisory Committees. Consultations with 
the chambers of commerce are no doubt useful in their own way but 
their advantages are limited. They cannot completely replace the Advi- 
sory Committees. The discussion in the Advisory Committees is more 
objective and informal, and there is a greater appreciation of each other’s 
difficulties. It was also pointed out by some witnesses that the problems 
arising in the administration of the direct taxes generally concern a tax- 
payer as an ‘‘individual” because they arise out of an obligation to dis- 
charge the burden of proof in the particular circumstances of his case. 
Advisory Committees would thus, it was said, not be able to consider 
these problems in view of the secrecy provisions of the direct taxes laws. 
Problems of tax administration are, however, not all individualistic; there 
are several administrative difficulties of a general nature which are 
common to a large body of the taxpayers, l^ie Advisory Committees can 
perform a useful role in resolving such difficulties. 

9.43 A number of consultative and advisory committees consisting of 
non-officials as well as officials have already been set up in several depart- 
ments, including the sister revenue departments like the Customs, Central 
Excise and Sales tax Departments in certain States. These bodies are 
said to be proving a useful forum for the exchange of views between the 
Departments and the members of the public concerned. No major diffi- 
culties are also said to have been experienced in their functioning. 

9.44 The problems of administration in the direct taxes department are 
practically of the same nature as those in the other revenue departments. 
Similar advisory bodies will, in our opinion, be of considerable benefit for 
the direct taxes administration. We therefore, recommend that a Direct 


♦Forty-ninth Report of Estimates Committee, i958"59j Para 43^ PaR« 12-13. 
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Taxes Central Advisory Committee should he set up for the Headquarters 
organisation under the Chairmanship of the Union Minister for Revenue 
and Civil Expenditure. In addition, similar Committees should he cotu- 
tituted separately for the various regional organisations under the Chair- 
manship of the Commissioner concerned. Where there are two or more 
Covirnissioners at the same place, like Bombay and Calcutta, there should 
he a common regional Committee for all such Commissioners* charges 
with the seniormost Commissioner as the Chairman of the Committee and 
the other Commissioners as co-opted Members. Further, where there is 
only one Commissioner for two or more States, separate Committees 
should he set up for each State. 

9.45 With regard to the functions of these CommifiteeB, our suggestions 
are: — 

(a) They should advise the Administration on measures for deve- 

loping and encouraging mutual understanding and coopera- 
tion between the taxpayers and the Department. They should, 
in particular, discuss administrative and procedural difficulties 
of general nature, such as office accommodation, amenities for 
visitors in tax offices, jurisdiction of officers, simplification of 
forms and procedures, arrangements regarding payment of 
taxes etc., and should make suitable suggestions for their re- 
moval. They might also discuss matters relating to trade 
practices. 

(b) Individual grievances should be strictly excluded from discus- 

sions, though it should be permissible to refer to individual 
instances while discussing a problem or principle of a general 
nature The Departmental authorities should not be under any 
obligation to disclose the facts of such cases to the Committees. 

(c) The regional Committees should be concerned with the pro- 

blems of regional interest only, while the Central Committee 
should discuss questions of all India importance, including 
those which arise out of the discussions in the regional Com- 
mittees. 

(d) Matters relating to the taxation policy of the Government 

should not be discussed in these Committees, because such 
discussions will not be in the general public interest. 

(e) The Central Committee should be consulted on the draft rules, 

including those relating to rates of depreciation allowances, 
forms of retmns etc., framed by the Central Government ra- 
the Central Board of Revenue relating to the administration 
of the tax laws. Even at present public is in-vited to give its 
views on such draft rules, and it will certainly be useful to 
discuss them as also the public views on them in the Central 
Committee before finalisation. 

(f) The Central Committee may also discuss such other matters 

relating to direct taxes as may be referred to it by the Central 
Board of Revenue. 

9.46 While the Committees should fully represent the various important 
interests and viewpoints, it is also necessary, at the same time, that the 
number of Members in a Committee should not be very large so that its 
business is transacted smoothly and expeditiously. Keeping this in view, 
we suggest that the Committees should be constituted on the following 
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lines, the Members representing the various interests being nominated by 
the Central Government: 

I. Cmtral Committee : 

(a) Chairman . . Union Minister for Revenue and Civil Expendiruie. 


(h) Members 

(i) M err I ers of the Central Boara of Revenue dealing w iih direct taxes . 2 

(ii) MemhiTs of Parliament : 

Lok Sabha 2 

Rajya Sabha .......... 1 

(iff) Professional tax experts. 

Lawj^ers ............ i 

Chartered Accountants ......... i 

{iv) General : 

Representatives of Commerce, Industry and Professions ... 6 

Otlicrs I 

II. Regional Committee : 

{a) Chairman . Commissioner of Inarmc-tax 

(ft) Members 

(f) Member ofPariiament elected from the State or region concerned , . r 


(it) Representative of the Finance /Revenue Department of the State Govern- 
ment ............ 

(ifV) Professioi^al tax c.xperts : 

Lawyers ........... 

Chartered Accountants ......... 

(iv) Genera^. 

Representatives of Commerce, Industry and Protessions 


^ CENTRAL BOARD OF ENQUIRY 

9.47 It was suggested to us that a Central Boai’d of Enquiry should be 
^ set up for the purposes of enquiring into allegations of harassment, dis- 
courtesy, malpractices etc. and for awarding suitable punishment in 
cases where the allegations were substantially established. The sugges- 
tion seems to have been made because of a lack of trust and confidence in 
the administrative machinery. We see no reason why the Adiministration 
should not be keen enough to redress the legitimate grievances of the 
assessees, because the success of the Administration ultimately depends 
on its ability to enlist the assessee’ cooperation, trust and goodwill The 
Administration has to be equally zealous of establishing a name for fair- 
ness. It cannot also be overlook^, as had been pointed out by. the Income- 
tax Investigation Commission, that most of the complaints are made mali- 
ciously with a view to overawing and demoralising the officers of the 
Department. The various suggestions made by us, such as^ easy accessi. 
bility of senior officers to the public, increase in the number of Publle 
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Relations Officers and an improvement in their status and authority, con- 
stitution of Direct Taxes Advisory Committees, tightening up of the vigil- 
ance machinery of the Department and, in particular, the insertion ^ a 
movisTon^the lines of Sections 7(7), 13(3) and 50(1) of the Income-Tax 
Act of U.K., etc. would provide adequate safeguards to the assessees 
against undue harassment. We have also suggested in m earlier Para- 
graph that one of the Members of the Central Board of Revenue should 
be in specific charge of ‘public relations’ work of the Department. The 
Member would be the chief executive authority for discharging the func- 
tions intended of the central board of enquiry. We are, therefore, not in 
favour of constituting a separate Central Board of Enquiry. 

Sd. Mahavir Tyagi, Chairman. 


Sd. F. H. Vallibhoy 
/ Secretary. 


Sd. Rajendra Pratap Sinha 
Sd. B. M. Gupte 
•Sd. G. P. Kapadia 
Sd. K. S. Sundara Rajan 




New Delhi, 

Dated the 25th November, 1959. 


•Signed subject to sepftrsde Mcmoranduin of Disscry . Comments dtid Reoommendfltioast 
submitted to the Chainmn at the time of signing this Report todav. 


SUMMARY OF CONCLUSIONS 

AND 

RECOMMENDATIONS 


410 e.B.n. 


SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 


Chapter 1 

GENERAL 

1. Until such time as the Department and the taxpaying public gain 
sufficient experience of the working of the existing statutes, the Present 
position of administering the various taxes under the different Acts 
should continue. 

2. It is not worthwhile to introduce a system of assessment on the 
basis of one comprehensive return of the income, wealth, expenditure 
and gift. 

3 The designation of the assessing officers under all the direct taxes 
.Acts should be changed to ‘Direct Taxes Officers’ and the designation 
of the other authorities to Appellate Assistant Commissioner, Direct faxes. 
Inspecting Assistant Commisioner, Direct Taxes, Commissioner of Direct 
Taxes and Direct Taxes Appellate Tribunal. It is also necess^y to 
•change the designation of the Income-tax Department into the Direct 
Taxel Department’. 1-6) 

4. Frequent changes in the statutes adversely affect the effmiency of 

the Department and should, therefore, be avoided. {Para. 1.8) 

5. All substantial changes in the law should, as far as possible, be 

efferted through specific amending Acts which would provide oppor- 
tunities for detailed consideration % the Parliament, instead of through 
the Finance Bills as at present. {Para. 1.9) 

6. Simplification of taxing statutes is not an easy task. However, if 

changes in the statutes are reduced to the barest minimum and the provi- 
sions are arranged more logically and expressed in clearer language much 
of the existing ambiguity would disappear. {Para. 1.10) 

7. It is essential that appropriate measures are taken to enable the 
State to secure its due amount of taxes. For this purpose, the adminis- 
tration has to be so geared that the State is able to collect the taxes in 
full without causing any undue inconvenience to the assessees. 

{Para. 1.14) 
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Chapter 2 


ASSESSMENTS— I 


(PROCEDURES) 


Total quantum and arrears of assessments 


8. The Department should endeavour to complete all assessments, as 
far as possible, in the assessment year itself and, save in exceptional cases, 
no assessment should remain pending for more than two years. 

(Para. 2.8) 

Measures for expediting disposal 


9. Assessees having income from busine.ss. profession or vocation 
should be statutorily required to file the returns of income within four 
months after the close of the accounting year or by 30th June following 
that year, whichever is later. For all other assessees, the last date for 
filing of returns should be 30th June, regardless of their, accounting year. 
In suitable cases, where the accounting period for business, profession 
or vocation ends after 31st December, the assessing officer’ should be 
empowered to grant on his own appropriate extensions of time for filing 
the return, up to a date not exceeding beyond a period of six months 
from the end of the accounting year. In any other case, extension should 
be granted by him only after obtaining the previous permission of the 
Commissioner and on conditions which might include the furnishing of 
adequate security for the tax that might become due. In all cases of 
extension, the levy of interest at six per cent per annum on the tax that 
would become payable on assessment, should be compulsory and statu- 
torily laid down. Assessees who do not file the returns by the prescribed 
or the extended date should be subjected to deterrent penalties which 
should vary according to the period of default. (Paras. 2.10 and 2.11) 


A provision, under Section 22(1) of the Income-tax 

Act, lor the issue of a general public notice should be deleted. Instead 
a simple advertisement should be is.sued in the beginning of each assess^ 
ment year, reminding the public about their liability to file their returns 
within the prescribed dates. (Para. 2 12) 

11. As a matter of convenience, the Department should send return 
forms to the existing assessees by ordinary post under a general certi- 
hcate of posting so as to reach them before the 30th April. However 
If a person does not file the return within the time-limit or within the 
cW?fu should be considered to be in default unless he can 

applied for return form to the assessing officer in time 
and the same had not been supplied to him. (Paras. 2.13 and 2.15) 

responsibility for a preliminary scrutiny of returns should 
asp^ed to the Inspector or Head Clerk. Such a scrutiny 
1 u , to pointing out technical defects which have a 

mateiial bearing on the assessment. (Para. 2.16) 
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i^sess^nt proceedings may have to be adjourned on 
IT.TL . "" difficulties of assessees, adjournments should not be 

g ven as a matter ot couise but only where they are justified. 

(Para. 2.17) 

14. The assessing officers should have full discretion to fix their oro- 

They should, however, have no objection 
to adjusting these programmes to suit the convenience of assessees’ repre- 
sentatives, should the latter so i>equest. (Para 2 18) 

should give a minimum of eight days’ time from 
the date of service of a notice for its compliance. (Para. 2.19) 

a planning of work and prior study of a case before 

mmf It for hearing is nowhere greater than in the Income-tax Depart- 

(Para. 2.21) 

17. "rhe use of standardised questionnaire in respect of important 

and professions should be restricted to big cases only 
and be relevant to the facts of the case. ^(Sra ^2) 

18. Each as^^ing officer should chalk out, in the beginning of the 
year, a plan of his work for the year. In doing so, he should take due 
car^ that revenue-yielding and arrear cases are taken up sufficiently early 

pending assessments in a case are taken up together 
Md th^ the assepments under the various direct taxes Acts in a case are 
disposed of simultaneously. (Para 2.23) 

19. Wherever sufficient numbers of cases of similar trades busines.ses 
etc are available functional circles should be organised to deal seSSSv 
with the cases of each trade, business, etc. 

Small income group scheme 

®”d labour devoted to cases of different cate- 
gories should bear relation to their revenue potential. The time and 
mergy being spent on small cases appears to be totally disproportionate 
to the revenue yields therefrom. The Department must eet ont of th! 
present grooves and make a bold departure in respect of §ic assessment 
^ small income cases. In such cases the income returned sSd he 

SdersLtlon?3^1wrth'’1™'"^''^ scrutiny and the assessment made 
section 23(1) of the Income-tax Act without calling the assessee 

^^tailed examination of accounts and fther seSv 

lined m paragraphs 2.27 to 2.32. (Para 2^6)' 

The proposal for having on-the-spot assessments is not favoured 
However, in big cities like Bombay, (Calcutta, MadrL and Delffi ^ 
a^e^ing officers dealing with small income cases should have their offices 

In the moWi1°ai^ number of cases justifies such local offices. 
wh,-5f o ^ • ’ 1” assessee should be called to the nearest place 

equests for a hearing at the headquarters of the officer. (Para. 2.34) 
Middle and large income group assessees 

^5^®® income group assessees should be segregated wher- 
ever possible, and entrusted to experienced and competent officers.’ 

(Para. 2.35> 
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23. Where returns or accounts have been accepted in the past, they 

.should not be subjected to detailed enquiry every year, unless the assess- 
ing officer comes in possession of definite information regarding conceal- 
ment of income, etc., in such cases. (Para. 2.36) 

24. The proposal for deleting the proviso to Section 13 of the Income- 
tax Act relating to estimated assessments is not favoured. However, to 
remove various difficulties experienced in the application of this proviso, 
the following steps should be taken: — 

(a) The Department should, after due study of the local conditions 

and practices, and in consultation with the various chambers , 
and trade associations, consider the feasibility of prescribing 
the minimum accounts and the type of accounts which should 
be maintained in respect of each trade, business or vocation. 

If accounts are kept in the prescribed form or maintained in 
proper manner with sales and purchases supported by 
vouchers or otherwise proved, they should be accepted unless 
there are grave omissions or there is evidence of suppressed 
sales or undisclosed purchases; 

(b) In any case where it is proposed to reject the results shown 

by the account books, the assessee naust be given an oppor- 
tunity to explain his viewpoint. Before finalising the assess- 
ment, the assessing officer should also give to the assessee an 
indication of the rate of gross profits that is proposed to be 
adopted and the relevant particulars of comparable cases, 
ensuring that such information does not enable the assessee 
to identify the person to whom the particulars relate; 

(c) In cases where accounts are reliable in part, estimates should 

be restricted only to such other part as is not acceptable; 

(d) Gross profit rates registers in the prescribed form should be 

maintained, tradewise, in each tax Circle or Ward; 

(e) A list of the cases where the proviso to Section 13 of the 

Income-tax Act had been applied should be sent, every 
fortnight, by each assessing officer to the Inspecting Assistant 
Commissioner; 

(f) In their orders on appeals against the invoking of the proviso 

and the gross profit rates applied, the appellate authorities 
should fully and properly reason out the relief which they * 
give. {Para. 2.41) 

""I 

25. A provision should be made in the Income-tax Act requiring all 

assessees to furnish statements of total wealth every fourth year along 
with their returns of income. (Para. 2.42) 

26. Before finalising an assessment, the assessing officer should make 
a tentative computation of the total income, wealth, etc. Where the addi- 
tions or disallowances proposed to be made are of small amounts only, he 
may discuss them orally with the assessee and/or his representative and 
record the result of the discussion on the order sheet. However, where 
substantial additions are proposed, he should allow an opportunity to 
the assessee, in writing, to give his point of view within a fortnight. 

(Para. 2.43) 
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27. Audit of accounts in all non-company cases of business, profession 

or vocation, where the assessed total income in any of the last three 
years exceeds Rs. 50,000 should be made compulsory by law and the 
auditors should be required to give audit certificate in a prescribed form. 
Such an audit should also be compulsory in those cases of business, pro- 
fession or vocation where the returned income, for the first time, exceeds 
Rs. 50,000. (Para. 2.50) 

Improvemenits in methods of work 

28. In cases where production of books of accounts is necessary and 

the assessments could be completed in one hearing, notices under Sec- 
tions 23(2) and 22(4) of the Income-tax Act should be issued simulta- 
neously and preferably in a combined form. (Para. 2.53) 

29. It is not desirable to revive the cadre of Examiner of Accounts in 

the form in which it existed till 1945. However, the assessing officers 
should be permitted to utilise the assistance of the Inspectors in the 
matter of routine examination of accounts or detailed examination on 
specific issues. In addition, there should be a set of experienced Exami- 
ners, preferably Chartered Accountants, at important centres of various 
Commissioners’ charges to assist the officers in examination of compli- 
cated cases. (Para, 2.55) 

30. Suitable administrative instructions should be issued to the effect 

that in horia fide cases, expenses should be allowed after scrutiny on broad 
lines without going into meticulous details, and that interest, rebates and 
other trade discounts should be allowed in the years in which such adjust- 
ments are recorded in the books, (Para. 2.56) 

31. It should be ensured, by executive action, that assessment order 

is passed by the assessing officer as early as possible, after the final hear- 
ing, but in no case later than thirty days. There should be a stautory 
provision in all the direct taxes Acts requiring the assessing officer to 
send a certified copy of the assessment order along with the notice of 
demand. (Para, 2.57) 

32. In order to reduce complications in the calculations of tax, the 
following steps should be taken: — 

(a) the basic rates of income-tax should be incorporated in the 

statute itself; 

(b) to meet the budgetary requirements from time to time, varia- 

tions should be. made in the rates of sur-charges through the 
annual Finance Acts. Whenever necessary, however, the 
basic rates may also be increased or decreased; 

(c) without affecting any of the reliefs at present admissible, such 

of the sur-charges on income-tax as go to the divisible pool 

should be merged with the basic income-tax rates; 

(d) in the case of company taxation, instead of prescribing the rate 

of supertax at 50 per cent and then providing several rebates 
therefrom for various types of companies, the effective rate 
of supertax for each of these types should bo specified in the 
Act itself; 
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(e) in the case of registered firms having total income exceeding 

Rs. 40.000, the procedure for allowing rebates to the partners 
should be suitably amended so as to simplify the calculations 
of tax, without affecting the incidence or quantum of taxa- 
tion; 

(f) ready-reckoners for calculations of taxes should be made avail- 

able to the departmental officials unmedialely after the pass- 
ing of the Finance Bill; and 

(e) all tax offices should be equipped with one or more calculating 
machines. (Para. 2.58) 

33. Internal audit parties for conducting post-audit of tax calculations, 

etc., ^ould be established on a permanent footing in all Commissioners’ 
charges and they should be adequately staffed. They should be as zealous 
in pointing out mistakes which have resulted in excess recoveries ‘^tax 
from assessees as they are in detecting cases of under payment. There 
should also be a more comprehensive and systematic pre-audit of tax 
calculations than is being done at present. (Paras. 2.60 and 2.61) 

34. The assessing officers should maintain two separate order sheets— 

one for recording brief details of all the proceedings relating to an assess- 
ment and the other for noting matters of confidential nature like inter- 
departmental correspondence, etc. The former order sheet alone should 
be open to inspection by assessees and copies thereof should be made 
available to them, subject to the usual rules. (Para. 2.62) 

35. Assessment proceedings should not be delayed in any case merely 

because there would be no further recovery of tax or a refund might 
result. 2.63) 

36. Assessing officers should be administratively required to report to 

their higher authorities cases where assessments have not been completed 
within twelve months from the date of the filing of the returns, giving 
reasons therefor. (Para. 2.64) 

37. Precautionary assessments should be made only in exceptional 
cases where there is a likelihood of irretrievable loss to revenue. 

(Para. 2.65) 

38. The present return forms require simplification in certain respects. 

They should be so revised and rationalised that the columns which are 
mostly superfluous are deleted, that each assessee is required to give 
details only in respect of those matters which are relevant to his assess- 
ment and that such enquiries of a general nature which are almost invari- 
ably made at present, in the course of assessment proceedings, are incor- 
porated in these forms. (Para. 2.66) 

39. The power of the Central Government to grant relief under Sec- 
tion 60(2) of the Income-tax Act in accordance with the rules already 
laid down should statutorily vest in the Commissioners of Income-tax. 

; (Para. 2.68) 
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ASSESSMENTS— II 
(SPECIAL PROBLEMS) 


Foreign branches 

40. The Department should take special steps to ensure that the statu- 
tory provisions and instructions of the Central Board of Revenue for 
keeping the tax demands relating to foreigjn income and assets in abey- 
ance, until monies can be repatriated to India, are strictly followed by the 
assessing officers and no harassment is caused to the assessees. 

(Para. 3.2) 

41. While the income from or the value of shares in Indian companies 

having assets in foreign countries, which have imposed restrictions on 
the repatriation of profits or capital to India, should continue to be includ- 
ed in the hands of the shareholders for assessment purposes, the amount 
of tax to be covered should be limited to the sum that would have been 
payable, had the income or assets in these countries not been included 
in the assessee’s total world income or wealth. The balance of the 
demand should not be recovered until restrictions on their repatriation 
are removed. (Para. 3.3) 

42. The certificates of assessment issued by the foreign taxation autho- 

rities in regard to transactions in foreign countries should be invariably 
accepted as a sufficient proof, unless there are reasons to suspect the 
bona fides of such certificates. In such cases there should be no need 
for insisting on the production of account books or even audited balance 
sheets or statements of accounts. (Para. 3.4) 

Depreciation allowances 

43. The existing method of allowing depreciation on the basis of 

"^written down value’ for assets other than ocean-going ships, should 
continue. (Para. 3.8) 

44. The present method of allowing depreciation on the basis of the 

number of months of use of an asset in a year should be changed. Depre- 
ciation at full rates should be allowed in respect of an asset which has 
been used for the business for six months or more during the ‘previous 
year’. For an asset which has been used for more than a month but 
less than six months, depreciation should be allowed at half of the pres- 
cribed rates. No depreciation should be admissible as regards an asset 
which has not been used for a total period of more than a month during 
the ‘previous year’. (Para. 3.9) 

45. The present procedure for making changes in the categorisation 
of asso^c; and rates of depreciation prescribed in Rule 8 of the Income- 
tax Rulec> is satisfactory and should continue. However, in future, before 
making any changes or amendments in this regard, the views of the 
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Direct Taxes Central Advisory Committee which is being proposed, should 
be obtained and duly considered by the Central Board of Revenue, 

(Para, 3.10) 

46. Provisions of Section 10(2) (vii) of the Income-tax Act should be 

applicable to 'furniture' also. (Para, 3.12) 

47. Where an asset is purchased and sold in the same year, no depre- 

ciation should be allowable, and the difference between its purchase value 
and the sales price should be treated as capital gain or loss, as the case 
may be. (Para, 3.13) 

48. Expenses of repairs to leased properties used for the purposes of 
business, profession or vocation, and normal depreciation on alterations 
or additions made by the lessee to such properties should, by executive 
instructions, be allowed in his assassment to the extent to which he 
would have been entitled to them, had he been the owner of the pre- 
mises. This concession should be available only for the period of the 
lease. Any residual depreciation which cannot be given or remains un- 
absorbed, owing to the termination of the lease, should not be allowed 
or carried forward, either in the hands of the lessee or the lessor. 

(Para, 3.15) 

49. In order to avoid difficulties arising out of different methods of 

calculating depreciation in the cases of electricity undertakings for 
income-tax purposes and for the purposes of Electricity (Supply) Act, 
1948, the latter Act should be suitably amended so as to provide for 
appropriate reserves of depreciation in earlier years. (Para, 3.16) 

Development rebate 

50. The condition that for the allowance of development rebate, the 

asset should not be sold or otherwise transferred to any person other 
than the Government for a period of ten years needs to be relaxed. This 
period should be reduced to eight years. The restrictions should not 
apply to transfer or sale of assets to Government Companies, Statutory 
corporations and public utility companies, and those resulting from the 
absorption of one company, by amalgamation or otherwise, by another 
company. (Para, 3.22) 

51. If a firm which had been allowed development rebate in respect 

of certain assets converts itself into a private limited company within the 
period prescribed for allowance of such rebate, and the share capital of 
the partners of the erstwhile firm in the company remains either the 
same or is more and the amount of development rebate kept in reserve 
by the firm is transferred en bloc to the company which also keeps it 
under the same conditions as would have applied to the firm, had it con- 
tinued, the rebate should not be forfeited. (Para, 3.23) 

52. There should be a general provision in the statute conferring on 
the Central Board of Revenue, residuary power of relaxation of the various 
conditions for entitlement of development rebate in exceptional cases. 

(Para. 3.24) 

53. In cases of companies which acquire new machinery entitled to 

development rebate but which incur overall losses within the statutory 
period of ten years, the rebate should not be withdrawn, if such a with- 
drawal results in the levy of tax. (Para. 3.25) 
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54. The intention of the legislature with regard to the word ‘installed'* 
for the purposes of allowing development rebate should be clarified 
beyond all doubts by suitable amendment of the Income-tax Act. Deve- 
lopment rebate should also be admissible in respect of mobile plant and 
machinery, such as earth removers, cranes, bulldozers, aero-engines, coal 
mining machinery, etc., as well as on trucks and tractors and other machi- 
nery which are used exclusively in connection with mining operations. 

{Para. 3.26) 


^ Bad debts and irrecoverable loans 

55. Assessing officers should not disallow the claim of a bad debt on 

purely technical grounds. If the officer is satisfied about the genuineness 
of a bad debt, he must allow it either for the ‘previous year' in respect 
of which it is claimed or for any of the earlier ‘previous years’ in which, 
according to the officer, the debt had actually become bad, provided that 
such earlier ‘previous year’ is not more than four years anterior to the 
‘previous year’ in which the debt is claimed to have become bad and 
actually written off. The assessing officer’s findings in this respect 
should be appealable. The appellate authorities should, in such appeals, 
give a definite finding as to the year within the four years’ period to 
which the bad debt relates. The effect of the appellate order should be 
given by the assessing officer by rectification of the relevant assessment 
order under Section 35 of the Income-tax Act. These considerations 
should equally apply to claims of irrecoverable loans. (Para. 3.30) 

56. If the assessing officer finds that the write off of a bad debt is 
premature, he must make a specific note to this effect in the assessment 
records and allow the bad debt in the relevant year irrespective of the 
fact that the debt has been written off in the earlier year. (Para. 3.31) 

57. In the case of public banking companies, although statements giv- 

ing all relevant particulars in regard to claims of bad debts and irrecover- 
able loans in respect of their assessments should continue to be supplied 
by them, the assessing officer should not exercise any meticulous check 
over them, nor call for additional information except in cases where he 
has reasons to doubt the genuineness or the correctness of their write 
off. (Para. 3.33) 

I 

Muttial associations 

* 58. Government should enter into suitable long-term administrative 

arrangements with chambers of commerce, trade and professional asso- 
ciations, etc., so as to tax them on the entire surplus of receipts over out- 
goings without allocation between mutual and non-mutual activities. 
Annual subscriptions paid by members of these bodies should be deduct- 
ed from their income and so also the surplus distributed to the members, 
such surplus being taxed in the hands of the recipients. The proposal 
for total exemption of chambers of commerce from tax is not approved. 

(Paras. 3.36 a?^ 3.37) 


Section 23A Companies 

59. The existing provisions of Section 23-A of the Income-tax Act relat- 
ing to statutory percentages of the net distributable profits which should 
be distributed as dividends by Section 23A companies should continue. 
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The administrative discretion lor relaxing these percentages which was 
available upto 1957 in the form of sub-sections 3 and 4 of Section 23A 
should not be revived. (Para. 3.43) 

60. The provisions of Section 23A(2) should be so amended as to pro- 
vide that the company would get an opportunity to make a further distri- 
bution of its profits and gains to make up the statutory jjercentage, if — 

(a) the distribution made by the company falls short of the statu- 

tory percentage by not more than fifteen per cent of its total 
income, as reduced by the amounts referred to in clauses 
(a), (b) and (c) of Section 23A(1); or 

(b) the company had distributed not less than the statutory 

percentage of the total income as reduced by the amounts, 
according to the return made by it under Section 22(2), but 
in the assessment made by the assessing officer, a higher total 
income is arrived at and this difference is due to any reason 
other than deliberate concealment. (Para. 3.46) 

61. The provisions of the old sub-section (6) of Section 23A of the 

Income-tax Act were equitable and easily administerable, and they 
should, therefore, be restored. ' (Para. 3.47) 

62. Such of the foreign profits which could not be remitted and also 

the taxes thereon should both be excluded in the calculation of the dis- 
tributable income for the purposes of Section 23A of the Income-tax Act. 
Simultaneously, it should be made clear in the statute that if and when 
such profits are repatriated, they would be included in the distributable 
income. ‘ (Para. 3.48) 

63. The time-limit for passing an order under Section 23A of the In- 

come-tax Act in cases of normal assessment should be limited to four 
years in the same way as for making assessments. Such a time-limit 
should not apply to cases of companies whose assessments are reopened 
or made under Section 34 of the Act. (Para. 3.49) 

64. It should be made clear in the statute itself that the mere fact that 

the articles of association of a company give general discretion to its 
Directors to allow or disallow the transfer of its shares would not mean 
that the shares are not freely transferable so as to invite the application 
of Section 23A of the Income-tax Act. (Para. 3.50) 

65. The Department should, under administrative instruction, give, on 
request, a clearance to the companies as to whether on the facts stated 
to them, the provisions of Section 23A would be applicable or not. 

(Para. 3.52) 


Speculation losses 

66. No change is considered necessary in the fundamentals of the pro- 
visions of Section 24(1) of the Income-tax Act relating to set off of loss 
sustained in speculative transactions. However, the following steps 
should be taken for removing some of the difficulties experienced in the 
application of the existing provisions: — (Para. 3.54) 

(i) Explanation 2 to Section 24(1) of the Income-tax Act should be 
expanded so as to clearly specify the various types of hedging 
transactions which would not be regarded as speculative for 
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the purposes of this Section. Hedging transactions in connect- 
ed commodities should not be treated as speculative transac- 
tions, provided the total of such hedging sales does not exceed 
the actual stocks and purchase transactions. (Para. 3.56) 

<ii) Bona fide hedging transactions entered into by a dealer or in- 
vestor in shares different from those held by him, upto the 
amount of his holdings in stocks and shares should not be 
treated as speculative. (Para. 3.57) 

(iii) Suitable administrative instructions should be issued giving 

«i illustrations in order to make the intention of the Government 

clear as to what constitute speculative transactions and what 
^ are hedging transactions. (Para. 3.58) 

(iv) Genuine hedging transactions with parties outside the country 

should be treated at par with the hedging transactions inside 
the country. (Para- 3.59) 

(v^ Suitable administrative instructions should be issued so as to 
make it clear that .speculative loss, if any, carried forward from 
the earlier years or the speculation loss, if any, in a year should 
first be adjusted against speculation profits of the particular 
year before allowing any other loss to be adjusted against these 
profits. (Para. 3.60) 

Registration of firms 

67. Once a firm is registered, there should be no obligation on it to 
apply for renewal of registration every year, provided the firm files a 
declaration along with the return of income to the effect that there had 
been no change in its constitution. Unless a partner who has left a firm 
intimates the fact of his having done so to the assessing officer, he should 
continue to remain liable for the tax on his share of the profits. 

(Para. 3.62) 

68. Assessing officers should point out technical errors, if any, in a 
partnership deed, or application for registration and offer the partners 
of the firm an opportunity to rectify such technical defects within a 

(Para. 3.63) 

69. It should be provided in the Income-tax Act or the rules there- 
of under, that the firm or firms as constituted during the accounting year 

should be registered and the demand should be raised against the part- 
firm(s) during that year. It should further be pro- 
^ yided that the successor firm and/or its partners would also be liable 
for the tax liability of the succeeded firm or its partners. (Para. 3.66) 

Reopening of assessments 

t change in the time-limits for taking action under Section 34 

of the Income-tax Act is called for. However, before reopening an assess- 
ment under this Section, the assessing officer should intimate to the 
asses^e the grounds on which the action is proposed to -be taken, and 
pve him ten days’ time to send his reply. It is after proper considera- 
reply of the assessee that the decision to reopen the case 
should be taken. (Pa^a. 3.71) 

71. Section 34(3) of the Income-tax Act should be so amended as to 
give the Department at least one year’s time from the date of filing of 

410 C.B.R. 
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a return under Section 22(3) of the Income-tax Act for completing that 
assessment. 


72. The proposal 
similar to those of 
favoured. 


for incorporating in 
Section 66 of the U. 


the direct taxes Acts provisions 
K. Income Tax Act, 1952 is not 
(Para. 3.75) 


■TQ MoithAr the assessee no’’ the Department should be entitled to 
have fsses^rieSs reopened on p^nts of law already concluded merely 

decision St the High Court or the Supreme^Court 

to the contrary. 
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Taxation of non-residents 

7 A ThP nronosal for adopting in the Indian Income-tax Act the pr^ 
?fw.dcly publSsed both w.thm and outside the counto’. (’ <•"•- iMi 

to ScMToi rh-e*,tro7a“' s‘2s»d.nrfhV^2fnf fi’a;;: 




76. The Department should avoid proceeding 
;he non-resident and his resident agent. 

Place of assessment 

77 Where an assessee has more than one place of business, 

3r vocation, the assessment should be done at the place which is the mes 
important from the point of view of his business activities. (Para. 3.91) 

78 It should be made clear that the place of assessment should be 

taken Jn relation to the assessment year and not the 3 9 ^) 


79 Suitable administrative steps should be taken to put a stop to the 
illegal and incorrect practice of some of the officers to proceed with the 
assessments without referring the assessees’ objections ‘ 

tion to the Commissioner, although the objections had been raised t>y ^h® 
assessees in time- 


80. The provisions of the Explanation to Section 5(7A) of the Income- 
tax Act should be made applicable to all cases where jurisdiction is trans- 
ferred from one officer to another. (Fara. cs.yoj 


81 The Central Board of Revenue should take suitable administrative 
measures to see that the assessing officer assessing at the head office, 
businesses having various branches obtains necessary information regard- 
ing the latter from the respective officers. (Para. 3.96) 

Definition of income 

82. There is no need for giving an all-embracing definition of the term 
'income’ in the statute. (Para. 3.97) 
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Definition of expenses 


83- The following categories of expenditure should be considered as 
allowable deductions in computation of total income under the Income- 
tax Act; — 

(a) Interest paid or payable on monies borrowed by a partner for 
investing in the firm as his share of capital; 

(b) expenses incurred prior to the commencement of a business but 
in connection with the activities leading to such commence- 
ment; 

(c) expenses incurred for tax representation during assessment 
proceedings for settlement of liabilities under the Income-tax, 
Wealth-tax, Expenditure-tax and Gift-tax Acts. (Para. 3.98) 


Bight shares 

84. While computing the profits made on the sale of right or bonus 

shares, a reduction should be allowed for the fall in the value of the 
original shares. (Para. 3.99) 

Problems relating to other Direct Taxes Acts 

85. A Central Valuation Department for the purposes of valuing 

different types of assets would be advantageous to both the Department 
and the ass<3ssees. However, to begin with, a Valuation Cell may be 
created in the Central Board of Revenue for valuing shares of limited 
Companies. With gain in experience, the Cell may extend its valuation 
activities to other categories of assets and may ultimately mature into a 
ixill-nedged Central Valuation Department. (Para, 3.107) 

t)y valuers should continue to be available only at the 
appellate stage before the Tribunal. However, in cases where the valua- 
tion of more than one type or category of assets is in dispute, it should 
e permissible for the assessee as also the Department to name a valuer 
tor all types of assets instead of naming separate valuers for each of the 
type or category of assets- (Para 3-108) 

87. The valuers appointed for arbitration .should give their award with- 

Arbitration Act, unless further time upto 
three months is allowed. (Para 3 109) 

an immovable property adopted for one assessment under 
the Wealth-tax Act and accepted by the assessee should not normally be 
disturbed for five years. 

89. The only qualification for approving Chartered Accountanis for 
^pomtment as valuers should be ten years’ practice in the perofession. 
for Suggested in regard to the qualifications prescribed at nresent 

for appointment of valuers m jewellery. (Para 3-112) 

shares following procedure should be adopted for valuation of 

Where quotations are available in the stock exchange, the latest 
quotation anterior to the valuation date should be adoptea. In 
° public limited companies where shares are not 

exchanges, the value of their shares may 
be taken at the.pnce at which transfers of a hona fide character 
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have been made before the valuation date. In the case of share* 
of private limited companies, the break-up value should not 
be the only criterion for determining the value of the shares, 
but all other relevant conditions and factors should also ^ 
taken into consideration. (Fara. S liS) 

91. For the purposes of Wealth-tax assessments, the formula of taking 
the value of a building at twenty times the municipal annual 

tioli less permissible expenses should not be applied too rigidly and d e 
regard should be had for other relevant factors, including the age and 
condition of the building. (Para. 

92. In no case should a life interest in trust property^ computed at 
a figure exceeding the value of the entire trust property itself Nor should 
there be double assessment of the .same assets, once in the hands of the 
trust and again in the hands of a beneficiary having a life 

91 The Central Board of Revenue should formulate rules for valua- 
tion of annuities. 

94. The basis for valuation of assets left in Pakistan’ should not be 
the face value for which the claims have been admitted by the Re- 
habilitation Authorities of the Government of India, but the realisable 
value of such claims. 

9*5 It should be provided in Section 2(m)(iii) of the Wealth-tax Act 
that in cases, where the tax is disputed in appeal and is therefore, not 
pS, the disputed liability would be adjusted by rectification as and 
when the appeal is decided. d.na) 

9fi The Central Board of Revenue should issue instructions prescrib- 
In/a iroad bis for a rational allocation of liabilities in relation to 
assets chargeable to Wealth-tax and those exempted ^rom^^this^ tax. 

97 When a certain amount of expenditure is admitted by an 
assLse^ the Expenditure-tax Officer should not make fny roving 
enquiries about that. The instrtictions already issued by the Central 
Board of Revenue on this point should be further emphasised (Para. 3.120) 

98 Ther'’ si-ould be a statutory time-limit of four yea^ from the 

date of filing of the return for the completion of an Estate Duty asses^ 
ment. Where assessments are made ex parte, the time-lirnit should 
be four years from the date the return was due. (Fara. 

99. In mofussil circles the same officer who assesses the assessees for 

the other direct taxes should also deal with the estate duty cases. In 
cities, the present circles for dealing exclusively with estate duty cas^ 
ghould continue. ^ 

100. Where an accountable person discharges the debts or other 
liabilities of the deceased and the Department is satisfied that such 
charge is hona-fide, such debts should be allowed to be deducted from 
the value of the life interest in the trust or other property. (Para. 3.124) 

101. The present requirement of the verification in the Estate Duty 
Return to be made before a magistrate should be removed. 

for estate duty purposes should have to be made in the same way o 
income-tax purposes. 



Chapter 4 




appeals and revisions 


Appellate Assistant Commissioners 

4.9) 

as well JfShtr S™, .?voiviL“a«? suSf Company Circles 

together in ten or twelve Specfal Appellme Ran'e’’"*'’ grouped 

and these should be manned by exScfeerf Tr. in imj^rtant centres 
missionei-s. ^ experienced Appellate Assistant Com- 

ifu T'l, • (Para. 4.10) 

of ottL' ASaf^AsT^^^^ procedures 

tn expediting ^p%SS 

(Para. 4.11) 

Appellate Commissioners 

e> Appellate Commissioners who would he nf tii'. 

and rank as Commi.ssioner.s but funetinnieo- i,r.rii j.i ^ ‘’'inie status 
trol of the Ministry of Law sSuld bi- annnfnteHT administrative con- 
tive control over the Appellate Assic-tnn?^rnmtf • ^^^rcising administra- 

annual administrative ins, carrying out 
posal of work and the maintenance of unV^ dis- 

approach to problems. In addition they will al!e ^ standards m their 
merits made by Inspecting' A«^sist;i'nf hear appeals on assess- 

as Appellate ContrS o1 Es ate 

ment) Act comes into force ^ (Amend- 

(Para. 4.12) 

Appellate Tribunal 

organisation mid ^shmjld continue. ^ "^cessary and suitable appellate 

■ m 

(Para. 4.14) 
(Para. 4.15) 

Commissioners ^of income-tax^or^^s^istam of the status of 

to become Commissioners should Ho Commissioners senior enougb 
tant members. Serving District^and SeT^nn ^PPointment as accoun- 
possible, be ee.ec.ed d .b?p2.fe^ fS 

Of the issues involved the Picture 

«rrived at would emerk advanced and the conclusions 

(Para. 4.18) 
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110. The Appellate Tribunal being the final fact finding authority, it 
si'ould not be granted enhancement powers under the Income-tax Act. 
Enhancumient piteers now vested in it under the other direct taxes Acts 
should be withdrawn. (Para. 4.19) 

m. The Department or the a.ssessee may be permitted to file a memo- 
randum of cross objections against so much of the order of the Appellate 
Assistant Commissioner as was against the Department or the assessee 
in instances where one of them might have gone in appeal. (tara. 4.2U) 

Panel of Advisers 

112. Introduction of non-o.'ficial clement at the appellate stage by 

constituting a penal of advisers is not fovoured. (Para. 4.24) 

Kights of appeal 

113. Riahts of appeal should be provided against the order passed un- 
der the foilowing sections of the Income-tax Act and the corresponding 
sections of the other direct taxes Acts wherever applicable; — 

(i) vSection 18(7) under which the peron responsible for deducting 

tax at source and paying it to the credit of the Central Gov- 
ernment could be treated as an assessee in default, 

(ii) Sections 18A(6), 18A(7) and 18A(8) authorising levy of interest 

and Sections 18A(9) and 18A(10) authorising levy of penalty 
in instances of late payment or non-payment of the correct 
amount of advance tax, 

(iii) Section 23(6) governing the determination of the income of a 

firm and its division amongst the partners, 

(iv) Section 23A(1) authorising inclusion of deemed dividends in 

the total income of a shareholder, 

(v) Sections 25(3) and 25(4) governing grant of exemption from 

tax in cases of succession and discontinuance of business, 

(vi) Rule 6B under which registration, granted to a firm under Sec- 

tion 26A, could be cancelled, 

(vii) Section 35 authorising rectification of mistakes in the orders 

passed, 

(viii) Section 43 under which a person can be treated as agent of a 
non-resident, 

and 

(ix) Section 144 under which liability could be fixed on partners of 
firms and members of associations in instances of dissolu- 
tion or discontinuance of business. 

In addition, appeal should also be statutorily provided against orders of 
the Appellate Assistant Commissioner under the different direct taxes 
Acts where he refuses to extend time for filing an appeal or dismisses an 
appeal as not filed in time. (Para. 4.26) 

114. Modification in the existing stages ofi appeal is not favoured. 

(Para. 4 28) 

115- No restrictions should be placed on the existing rights of appeal 
under the Income-tax Act on the basis of the monetary limit of the income 
or tax involved. Introduction of such a system under the other direct 
taxes Acts is also not favoured. (Para. 4.30) 

116.Th';re should be no restriction on the rights of appeal in instances 
wh*ff ac assessee fails to submit returns or comply w^ith notices. 

(Para. 4.31) 
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117. The difficulties caused to the Department on account of assessees’ 
filing wr't petitions do not call for a change in the Constitutipn. How 
ever-, it should be ensured through appropriate llules of tlie High Courts 
that the Courts give precedence in the matter of hearing of all applica- 
tions concerning assessment and collection of the direct ta-xes, issue of 
notices of hearing to the Department at the stage of admission of writ 
petitions, and insist, in suitable cases, on the petitioners furnishing ade- 
quate securities to cover taxes in dispute before granting stay orders. 

(Para. 4.36) 

Disposal of appeals 

« 118. The placing of a statutory time-iimit within which the appeals 

should be disposed of is not favoured. (Para^ 4.37) 

119. The measures adopted by the Central Board of Revenue with 
regard to disposal by Appellate Assistant Commissionei's have proved 
effective but the matter must be kept under constant review. If found 
necessary, the number of Appellate Assistant Commissioners should be 
increased. ■ (Para. 4.39) 

120. The present strength of the Appellate Tribunal is inadequate and 
the number of benches should be increased immediately. (Para. 4.40) 

121. The Chief Justices of the various High Courts should be request- 

ed to examine the position and take suitable measures such as the cons- 
tituting of Special Benches for dealing with reference applications un- 
der direct taxes and giving priority to them so that the disposal of such 
cases is expedited. (Para. 4.41) 

122. The Chief Justice of the Supreme Court should be approached 
with a request lor constituting a special direct taxes Benches to deal 
with appeals under the direct taxes Acts. 

(Para. 4.42) 

Uniformity in interpretation 

123. The present procedure of issuing copies of the instructions of the 
Central Board of Revenue to the Appellate Assistant Commissioners 
should continue. However, these will not be binding on them. On a 
question of law involved in an appeal before the Appellate Tribunal, if 
varying judgments had been given by different High Courts, the Presi- 
dent of the Tribunal may, on a request made to him, refer the question 

^ directly to the Supreme Court for a decision. (Para. 4.45) 

Adducing of evidence 

, 124. The present system under which admission of fresh evidence 

before the Appellate Assistant Commissioner is left to his discretion 
should continue. No modifications are necessary at present with regard 
to adducing of evidence before the Appellate Tribunal. (Para. 4,48) 

Collection of taxes in dispute 

125. The present provision for the stay of disputed demands at the 

discretion of the assessing officer should continue but the assessees 
should be provided with a right to approach the Inspecting A.ssistant 
Commissioner, the Commissioner and the Central Board pf Revenue in 
instances where his request is not acceded to. (Para. 4.52) 

126. Provisions analogous to what is contained in Section 66(7) of the 
Income-tax Act and the corresponding sections of the other direct taxes 
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Acts should not be introduced to cover instances of appeals before other 
authorities. ’ (Para. 4.55) 

Costs in tax appeals 

127. The practice of awarding costs prevalent in Civil Courts cannot 

be easily adopted for appeal proceedings under the direct taxes Acts as 
far as appeals before the Appellate Assistant Commissioners and Ap- 
pellate Tribunal are concerned. (Para. 4.56) 

128. The existing procedure of granting expenses incurred in connec- 
tion with proceedings before the assessing authorities itself constitutes an 
extra statutory concession and, there is no justification for a further 
extension of the concession to cover costs incurred in appeal. 

(Para. 457) 

Representation of the Department before Appellate Authorities 

129. There is a need for improvement in the matter of representing 

the Department before the various appellate authorities. The Senior 
Departmental Representative before the Tribunal should invariably be 
a person of the status of an Assistant Commissioner. {Para. 4.58) 

Revisionary powers of Commissioners 

130. In view of the discretionary power of the Commissioner to con- 

done delays, no change is called for with regard to the time limit under 
Section 33A of the Income-tax Act and the corresponding sections of the 
other direct taxes Acts. The Commissioners should condone delays 
freely, especially in cases of over-assessments. (Para. 4.59) 

131. While in instances where the assessee does not require a hearing 

the revision fee may continu'e to be Rs. 25 as at present, in instances 
where the assessee desires a hearing by the Commissioner, he should 
pay a fee of Rs. 75. The Commissioner should not, however, be preclud- 
ed from granting a hearing to the assessee in cases of the former category 
if, for any reason, he considers it necessary. (Para. 4.60) 

132. It is necessary not only to ensure that the pending petitions are 

disposed of immediately but also that the tendency tow^ards an increase 
in their number is arrested. (Para. 4.61) 
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Chapter 5 

COLLECTION AND RECOVERY 

Problem of arrears 

133. The total amount of taxes in arrears, appears to be substantial. 
However, when the sums held in abeyance for settlement of relief claims 
and others which should be written off are taken into consideration, the 

« effective arrears are much less. (Para, 5.10) 

Causes of arrears 

134. Broadly, it can be stated that both belated assessments as well as 

over assessments are responsible for a major portion of the existing 
arrears. {Para, 5.15) 

Writing off and scaling down of demands 

135. By a suitable modification of the Delegation of Financial Power 

Rules, the powers of w^rite off of Commissioners should be limited to 
irrecoverable demands not exceeding two lakhs of rupees in an individual 
case and write off of amounts exceeding two lakhs in a case should be 
effected by a Committee consisting of the Chairman and two members 
of the Central Board of Revenue. (Para. 5.17) 

136. A system of scaling dowm of demands should be adopted, subj'oct 

to the monetary limit and other conditions mentioned with regard to write 
off* of irrecoverable demands. The details of write off and scaling dowm 
of demands above a certain limit and the attendant circumstances should 
be presented to the Parliament through the annual administration reports 
of the Department. (Para. 5.20) 

Procedural measures for improving collection 

137. An improvement in collection is possible within the existing legal 
frame work by proper planning of assessment work, securing agreement 
on payment of taxes in cases involving substantial demands at the stage 
of assessment itself, issuing and serving notices of demand without delay, 
dispos’ng of appeals involving large sums expeditiously, disposing of 
applications under Section 27 of the Income-tax Act and passing of orders 
of rectification etc. expeditiously, improving the manner of issue of re- 

It covery certificates to the Collectors, relieving assessing officers of their 

routine admmistrative duties, issuing distress warrants on a larger scale 
and establishing better relationship between Central and State officials. 

‘ > (Para. 5.22) 

Deduction of tax at source 

138. In instances where contracts are granted by the Central or State 

Governments, local authorities or statutory corporations, the paying 
authorities should insist on tax clearance certificates for granting the 
contracts and should, in addition, retain per cent of the total value of 
the contract from the final or earlier instalments of payment, till the 
assessee produced a tax clearance certificate. There is no scope for extend- 
ing the principle of deduction to tax at source either to cover further 
items under the Income-tax Act er to cover items under the other direct 
taxes Acts. (Para. 5.27) 
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139. Rule llA of the Income-tax Rules should be modified in such a 

way that in deserving cases, while the payment of tax deducted should 
be *rnade every month, the employers may be allowed to submit even 
quarterly or half-yearly statements. (Para 5.28) 

Advance payment of tax 

140. The system of payment of tax in advance has been found useful 

and should be continued. (Para. 5.31) 

141. An assessee should be liable for interest and penalty only if his 

estimate of advance tax turns out to be less than 75 per cent of the tax 
eventually assessed, after making adjustments for items of income on 
v.'hich tax is deductible at source and also the variations in the rates of 
tax made by the subsequent Finance Acts. (Para. 5.32) 

142. The power vested with the Income-tax Officer to revise demands 

under Section 18A of the Income-tax Act on the basis of the latest asses- 
sed income should be utilised even in cases where such a procedure might 
be beneficial to the assessees. The position should be made clear in the 
statute itself and the term appearing as ‘may’ in the third proviso to 
Section 18A(1) should be changed to ‘shall’. • (Para. 5.33) 

143. The liability arising under Section 42 of the Income-tax Act is 
on the non-resident and there is no case for exempting income under 
this Section assessed through an agent from the provisions of Section 

(Para. 5.34) 

144. The present basis of calculation of tax at the rates of the current 

financial year for issue of a notice under Section 18A should be modified 
and the Income-tax Officer should merely repeat the demand relating 
to the assessed income of the latest year. (Para. 5.37) 

145. The Department should continue to issue the notice under Section 
18 A in the case of assessees who are already on its records. 

(Para. 5.38) 

146. The date for the payment of the last instalment of advance tax 
should be advanced by 15 days. Correspondingly, the dates for the 
navment of the other instalments should also be similarly advanced. 

^ (Para. 5.39) 

' 147 Extension of the system of payment of tax in advance to the 

Wealth-tax and Expenditure-tax Acts is not necessary for the present 

(Para. 5.40) 

< 

] Provisional and self assessments 

^ 148 The introduction of a system of self-assessment either as an addi- 

^ tion or as an alternative to the existing procedure of provisional assess- 

rnents under the Income-tax Act is not favoured. (Para. 5.43) 

t 149 Assessments under Section 23B of the Income-tax Act should 

generally be confined to cases where the income returned is above 
Rs. 20,000. Income shown in Section D of Part I of the Income-tax 
t’ Return and claimed to be not taxable should not be included in the P™" 

c visional assessments. (Para. 5.43) 

*ii»r**^ 

150 The Wealth-tax and Expenditure-tax Acts should be amended to 
provide both for a system of provisional assessment on the lines of Sec- 
tion 23B of the Income-tax Act, and a system of self-assessment under 
which assessees would pay tax along with the returns as per their wealm 
or expenditure declared in them. (Para. 5.44) 


277 


Facilities for payment of taxes 

151. In all cases a month's time from the date of service of notice should 
be given for payment of taxes. (Para. 5.45) 

152. Arrangements should be made in the tax offices for making pay- 

ments of tax and cash counters should be opened for this purpose in all 
the important places. The possibility of opening Government accounts 
or accounts of the Reserve Bank with scheduled banks into which taxes 
could be paid should be explored. Cheques drawn on all scheduled banks 
should be accepted towards payment: of tax. The Reserve Bank and 
ihe State Bank should be approached for opening branches in Income- 
tax Offices. The assessees in the small incom.e group should be given 
faciiity of remitting the due amount of tax by money orders and for this, 
a special type of money order form as now exists in certain States for 
payment of land revenue should be introduced. (Para. 5.46) 

Kebales and discounts 

153. Introduction of a system of rebates and discounts as obtaining 
under the Gift-tax Act, in the other direct taxes Acts is not favoured. 

(Para. 5.47) 

154. Section 18(3) of the Gift-tax Act should be so modified as to pro- 

vide that the amount of tax to be paid under sub-section (1) of Section 
18 of the Gift-tax Act should be the tax that would have been payable 
under the Schedule had all gifts made during the previous year, mclud- 
ing the gifts under consideration, been assessed to gift-tax at the rates 
given in the Schedule. (Para. 5.48) 

Interest and penalty in case of default 

155. Without prejudice to Section 46(1) of the Income-tax Act and to 

corresponding sections of the other direct taxes Acts, the Acts should 
be amended to allow for automatic accrual of interest at six per cent 
where taxes are not paid on the due dates. (Para. 5.52) 

Lien in favour of revenue 

156. Revenue should not be granted an unrestricted lien, without any 

time limit, over the assets of an assessee. (Para. 5.55) 

157. The law should be amended to secure that where the Commis- 
sioner is satisfied at any time that an assessee is trying to alienate his 
assets to defraud the State of its revenue, he may direct the Income-tax 
Officer to immediately assess the total income of the assessee from the 
expiry of the last previous year to any such date as well as for the years 
not assessed, on the lines of Section 24A(1) of the Income-tax Act. 

(Para. 5.56) 


Recovery from companies and shareholders 

158. Section 530 of the Companies Act should be modified to the extent 

of allowing preferential payments of one year's assessment if assessed 
for a period prior to the winding up notwithstanding that the assess- 
ment was made subsequent to the winding up. (Para. 5.60) 

159. The statute should be amended to secure that the priority for 
the recovery of tax in the case of companies in which the public are not 
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substantially interested within the meaning of Section 23A of the Income- 
tax Act obtains without any time-limit. (Para. 5.61> 

160. The Companies Act should be amended to cast obligations on the 

liquidator of the company to give intimation regarding liquidation pro- 
ceedings on the lines of Section 148 of the Internal Revenue Code, 1952 
of U.S.A. If necessary, the taxing statutes should also be suitably amend- 
ed. (Paras. 5.63 and 5.64) 

161. Statutory provisions should be made requiring the Registrar of 

Companies not to strike off a company from the register of companies 
without obtaining the tax clearance certificate from the Income-tax 
Officer (Para. 5.65) ' 

162. In the case of companies in which the public are not substan- 

tially interested within the meaning of Section 23A of the Income-tax 
Act, the liability for the direct taxes should first fall on the assets of the 
company, then on the directors of the company and lastly on the share- 
holders in proportion to their holdings. (Para. 5.69) 

163. .It should be statutorily provided that if the existing shareholders 
or directors do not come forward to purcha.se the shares of private limited 
companies belonging to defaulting directors or shareholders on the basis 
of the fair value determined aecording to the provisions of the Wealih- 
tax Act, the Department shall have the right to sell the shares by 
auction and the purchasers shall be registered as shareholders of the 
company, notwithstanding any provisions to the contrary contained in 
the Memorandum and Articles of Association of the company. 

(Para. 5.70) 

Recovery from firms and partners 

164. Suitable amendments in ti e Income-tax Act should be made to 
secure that ail the assets of the finn are liable to be proceeded against for 
reali-sing tax due from the defaulting partner of a registered firm in so 
far as the demand relates to his share of income from the firm 

(Para. 5.72) 

Recovery from transferred assets 

165. Where it is not possible to recover taxes from the assessee in res- 

pect of the income aggregated under Sections 16(l)(c) and 16(3) of the 
Income-tax Act, the Department should have the right to proceed against 
the legal owner of the assets in respect of the .share of tax payable on 
account of the inclusion of the proportionate income from such assets. 
However, in a case where the assessment has resulted from a finding of 
fact that the transfer w’as a mere benami transaction effected with an 
intent to evade tax, no such restrictions are necessary. (Para. 5.77) 

Section 46 (5 A) of the Income-tax Act 

166. Section 46(5A) of the Income-tax Act should be amended to allow 
the Department powers to attach joint accounts also. 

(Para. 5.79) 

167. Granting powers to Income-tax Officers under Section 46 (5A) of 
the Income-tax Act to enquire into and decide questions of title etc. is 
n(^ favoured. However, the law should be modified to provide that even 

^ garnishee on whom the notice is served disputes or denies the 
liability the account^ is frozen. The Income-tax Officer should be em- 
powered to file a suit in the civil court to establish the liability of the 
garnishee. 5 . 8 O) 
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Publicising names of defaulters 

collictions^^ nSTavouTS as a means for effecting speedy 

. , . _ ■ (Para. 5.82) 

Functional division between assessment and collection 

H<ia! 

e„a«e 1 

Central Revenue Recovery Code 
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Chapter 6 


REFUNDS 


Direct refund claims 

172. The special procedure for the disposal of the refund applications 

on the very day of tbeir receipt, as obtaining at present at some places 
like Ahmedabad and Calcutta, should be extended to all the refund 
circles. (Para. 6.3) 

173. The Department should give sufficiently wide publicity to the 

system of exemption certificates. The refund circles, in particular should 
advise the refundees to obtain exemption certificates in fit case’s. The 
exemption certificates should be issued freely and they should be valid 
for a period of three years. ‘ (Para 6 6) 

174. The Department should pay to the assessees interest at six per 

cent per annum on the amount of refunds due in re.spect of direct refund 
claims payment of which is delayed beyond six months from the date 
of the refund application, unless the applicant is himself mainly res- 
ponsible for the delay. Interest at a similar rate should be payable in 
cases where the payment of the refund resulting from appellate or revi- 
sionary orders etc. is delayed beyond one month from the date of the 
receipt of the order concerned by the assessing officer. In cases where 
settlement ot the rclund Ciuirn ;s ‘jemg held up due to nun-cooperation 
from the cla'ma.et, a. written intl.cmtion shiOu'd bs sent to him warning 
that the settlement of his claim for refiind is being held up on account of 
his non-compliance with the Department’s requirements (which may be 
specified therein) and that no interest will be payable to him for the 
consequent delay in the issue of refund. ' (Paras. 6.9 and 6 12) 

175. As quick disposal of refund claims is an important means for 
establishing good relations with the taxpayers, greater importance than 
at present should be given for disposal of refund applications. 

(Para. 6.11) 

Refunds and dividend taxation 

176. The new scheme of taxation of companies and their shareholders 
as laid down in the Finance Act 1959, is sufficiently simple and easily 
workable. In order to avoid any difficulty to the shareholders, the 
Department should issue the exemption certificates freely and should 
give as many attested copies of the certificates as required by them. 

(Paras. 6.16 and 6.17) 

177. In cases where grossing up of the dividends not covered by the 

new scheme of company taxation is necessary, settlement of the refund 
claims involving dividend income should not be kept pending for want 
of the relevant correct ‘grossing factor’ and that the claims should be 
disposed of provisionally on the basis of either the latest ‘grossing factor’ • 
previously adopted for the company concerned, or the ‘grossing factor’ 
that may be ascertained from the company’s certificate, whichever is 
more appropriate in the circumstances of each case. (Para. 6.18) 
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Other refunds 

178. In cases where assessees have paid advance tax under Section 
18A of the Income-tax Act in excess of the amount due on the returns 
tiled by them, if the assessment is not finalised within three months of 
the filing of the return of income, provisional refund of the excess pay- 
ment should be given to the assessee concerned in the same way as pro- 
visional a.ssessment is made under Section 23B of the Income-tax Act 
for collecting the tax payable, or, alternatively, the Department should 
pay interest at six per cent on the amount refundable from the date of 
the filing of the return to the date of the issue of the refund order. 

(Para. 6.20) 

179. There should be no objection in allowing the assessees to seek 

adjustment of the refunds due to them on account of excess advance 
payments against other tax demands in cases where the Income-tax 
officers have failed either to finalise the assessments within three months 
or give provisional refunds. (Para. 6 . 21 ) 

Double taxation relief 


180. In cases where the claim for double taxation relief cannot be 
filed within four years from the expiry of the relevant assessment year on 
account of non-completion of the asse.ssment whether in India or in the 
foreign country within such time, the claim may be allowed to be made 
within one year from the date of assessment either in India or in the 
foreign country, whichever is later. In cases where the claims are filed 
beyond the permissible time-limits and are thus technically time-barred 

of Income-tax should, in deserving cases, condone 
the delay or extend the time for filing the claims where circumstances 
wail ant such condonation or extension. (Para 6 23) 

181. In order to avoid the necessity for claiming refunds of double 

relief and the hardships attendant thereto, the Government 
should conclude bilateral agreements for avoidance of double taxation 
witn as many countries as possible. (Para 6 28) 

^ 182. The Government should take special steps to ensure that the 

two-man committee constituted to arbitrate in cases of disagreement 
f f regarding the allocation of the income 
cha.gcable to tax m either country, meets regularly and decides cases 
of disagreement. g 29 ) 

183. A provision should be made to statutorily extend the time-limit 
ot one year for production of the certificate of foreign assessment in 
order that the abatement in tax admissible to the assessors under the 
agreements for avoidance of double taxation is not forfeited A.Iter- 
natively the Government should make some other suitable provision to 
safeguard the interest and rights of the assessees. (Para, 6.30) 

Payment of refunds 


184. Strict instructions should be given to the officers to issue Refund 
Urders immediately after the refund claim has been settled and to write 
them out correctly so that there is no difficulty in their encashment. 

(Paras. 6.31 and 6.32) 

185. The currency of the Refund Orders should be the same as for 

treasury cheques, i.e., three months instead of one month, which obtains 
at present. g ggp 
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186. When a refundee makes a request for the payment of the refund 

to him in cash, it should be paid to him either in cash at the cash coun- 
ter or remitted to him by postal money order, provided that the amount 
of refund does not exceed Rs. 250. {Para. 6.34) 

187. When there is no dispute amongst the legal heirs, the refund 

due to the estate of a deceased should be paid to bis son /widow or other 
legal heirs on their furnishing an indemnity bond and without requir- 
ing the production of succession certificates or letters of administration 
ftc. {Para. 6.35) 


Chapteh 7 

EVASION AND AVOIDANCE 


Introductory 

188. Tax Evasion and Tax Avoidance are neither new nor peculiai 
to India. They constitute a problem which is prevalent in almost all 
« countries. (Para. 7.2) 

^ 189. Whatever be the method an assessee adopts — whether it be 

avoidance or evasion — the consequence of his action is the same, viz^ 
loss of revenue to the State and an increase pro tanto in the burden of 
tax on the other taxpayers who do not resort to such practices. 

(Para 7.3) 

190. The quantum of tax-evasion, though undoubtedly high, is not of 

the magnitude indicated by Prof. Kaldor in his report. (Para. 7.5) 

Causes of evasion 

191. While it cannot be denied that the higher the rate of tax, the 

greater will be the temptation for evasion and avoidance, the tax rates 
by themselves are not to blame for the large extent of evasion in the 
country. (Para. 7.® 

192. The complicated provisions of the direct taxes Acts, not all of 

which are easily intelligible, are responsible, to some extent, for tax 
avoidance and evasion. (Para. 7.9) 

193. The inadequacy of the powers vested in the personnel of the 

Department is yet another cause for tax evasion. (Para. 7.10) 

194. It is necessary to have in the Department sufficient numbers of . 

trained and experienced personnel to cope with 'the current as well m 
arrear load of assessment and investigation work. Simultaneously, the 
organisation and procedures of the Department should so improved 
as to bring it to the highest pitch of efficiency. (Para. 7.11) 

195. Unless it is brought home to the potential tax evader that 

attempts at concealment will not only pay but also actually land him 
in jail, there could be no effective check against tax evasion. Non-resort 
to prosecution and non-levy of deterrent penalties have undoubtedly 
encouraged the growth of evasion. (Para. 7.12) 

196. The pressure of public opinion is a major deterrent against any 

offence and, if the secrecy provisions of the direct taxes Acts are relax- 
ed even to a limited extent, they will go a long way towards checking 
tax evasion. ' (Para. 7.1j| 

197. Suppression of the sales in the case of retail trades in an attempt 
to evade sales tax also results in evasion of Income-tax. (Para, 7.14> 

198. A reformed moral outlook of the citizens and development of a 
better civic conscience would go a long way in eliminating tax evasion. 

(Pam. 7.m 
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199. Mutual distrust between the assessing officers and the taxpayers 

also encourages, to some extent, tax evasion. The Administration has 
to take the initiative and trust the assessees and conduct itself with a 
high sense of justice and f airplay. (Para. 7.16) 

200. Not only should the departmental officials be honest btit they 

must also be above suspicion and they should so conduct themselves in 
their private as well as official life that no wrong motives could be 
attributed to any of their actions. (Para, 7.17) 


Methods of enquiry and investigation 

201. More importance should be given to external survey work, by 

re-organising the Survey Circles and augmenting the staff in them. In 
larger cities like Bombay, Calcutta, Madras and Delhi, an Inspecting 
Assistant Commissioner should be placed exclusively in charge of survey 
work. (Para, 7.19) 

202. It should be the responsibility of the Inspecting Assistant Com- 

missioners of the various ranges to see, during the course of inspection, 
that the information collected during survey is propeiiy utilised by the 
assessing officers. Particular attention should be pa,id in survey lo the 
collection of information regarding construction of house properties and 
the rental incomes therefrom. (Para. 7.21) 

203. Inspecting Officers as well as the Commissioners should see, by 

periodical test-checks, that the work of internal survey is not neglected 
and does not fall in arrears. (Para. 7.22) 

204. The Special Investigation Branches should be re-organised and 
placed under the charge of Assistant Commissioners in Bombay and 
Calcutta and under senior Income-tax officers in other charges. 

(Para. 7.23) 

205. Rules may be framed casting an obligation on the Government 

departments and quasi-Government bodies for communicating informa- 
tion about the payments made to contractors etc., to the Collat'on 
Branch of the Income-tax Department. * (Para. 7.25) 

206. The Collation Branch should be placed under the control of the 

Director of Investigation and Intelligence, with a Deputy Director of 
Inspection in-charge. (Para, 7.25) 

207. It should be the responsibility of the Inspecting Assistant 
Commissioners to see that the informat’on received by the assessing 
officers from the Collation Branch is utilised properly. 

(Para. 7.25> 

208. More Special Circles may be created, as and when necessary. 

(Para. 7.26) 

209. In order to make for better guidance on the spot, greater utilisa- 

tion of local knoyvledge and more expeditious disposal of work, control 
over the Special Circles even in regard to the technical work of making 
investigations and assessment should be transferred to the territorial 
Commissioners of Income-tax. (Para. 7.26) 

210. The Central charges have proved quite effective in handling 
cases of tax evasion and they should continue. The arrear cases in 
these charges are, however, very large, and as large amounts of revenue 
are involved, greater emphasis should be laid on bringing the assess- 
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merits uptodate. As soon as the investigations for the relevant neriod 

De re translerred to the territorial charges and fresh cases reauirin^e 
investigation taken over by the Central charges. (Pan 127) 

orPai^sed^rnt^rDfre^cTor;,? Inspection (Investigation) should be re- 

l.on and directing the investigational activities ot the PepartmTn°™“' 

(Para. 7.29) 

212 The Directorate should organise, and be resoonsihle for iv,. 

(Para. 7.30) 

phSed"S -vestig‘i.tion"s“:.( 

(Para. 7.31) 

>» eonJ?ed“®‘Sern mlcL'n^c'afald^ 

inlra-red photographic equipment and the ultra-violrt equipitS*”"”’ 

' ' (Para. 7.31) 

*o.dd\'j,fLe'S”muk°he’p®?„"^h:kiP^^^^^^^ non-offlCals 

with proved efficiency and exocrienoo iif evasion. However, officers 
and industry shii”7bl anSed L . of particular trades 

Investigation and Infelligen^e For the^or!f« Directorate of 
appointed, one each tor the tollowing indu«r“s ind^'S^SeftrS? : ^ 
(i) Cotton taxtiles. 

(n) Other taxtiles including rayon, and paper. 

(Ill) Sugar and connected industries. 

(iv) Iron and Steel and Engineering Industries. 

(V) Cement manufacture and building contractors 
(vi) Mining and Quarrying, Petroleum and allied products. 

, (Para. 7.32) 

'vilT be n'!f''need for TspSa^bSv^t*k”'’+r^ n- disposed of. there 
(Special Investigation). y ike the Directorate of' Inspection 

017 Tht 1.33) 

hav^i^ J+k® of group Assistant Commissioner’s charges apart from 

having other advantages, helps in checking evasion. ® (Pam S? 

mentf wealth .^atements as recommended in the Chapter on Assess 

of accounts in cases of income above Rs 50 000 
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officers in the detection of concealments and manipulation o* 


Powers 

221 The suegestion that all traders should be statutorily requi^d to 
keep closed and adjusted accounts on mercantile basis is not ca^a e o 
implementation at this stage. 

222. Any scheme requiring the assessees np^iWrtmerU 

books nreviouslv signed and stamped by the officials o.l the Departme 
wiU imt work satisfactorily and is likely to do more harm than^good.^^^ 

223 In order to avoid any inconvenience to the assessees, the (checking 
of the current accounts .should be done m the business premis.es ot the 
assessees, afier obtaining the permission ot the Commissioner.^^^ ^ 

224. The statutory provisions regarding search ^d smzure are, on the 

whole, adequate and no major change is called for. Timely action is% 
however, of utmost importance. {rara. i.iof 

225. The feasibility of requiring the banks and other credit institu- 

tions to give names and addresses of their constituents, the sum total of 
whose deposits or withdrawals exceeds rupees one lakh a year, should be 
examined by Government, in consultation with the Reserve Bank of 
India (Para. 7.45) 

226 The Insurance Corporation should be statutorily required 

to furnish the name and address of every person taMng Hfe insurance 
policies for sums aggregating to Rs. 50,000 or more, whether in his own 
Lme or jointly with another. The general msuranoe companies should 
also be statutorily required to furnish brief particulars of general insur- 
ance policies of the value of Rs. five lakhs and above, whether taken 

under one cover or more than one cover by the same person 

(Para. 7.46 1 


227. The suggestion that it should ba statutorily provided that pay- 
ments of money ' above a specified limit should invariably be made by 
crossed cheques is not practicable and is therefore, not favoured. 


228. It is necessary that the activities of the various revenue Depart- 

ments in checking evasion of taxes should be properly co-ordinated, and 
that, for this purpose, there should be a regular and systematic exchange 
of the useful information available with the various Departments. The 
existing liaison arrangements between the various Departments should 
be improved and placed on a more systematic footing. (Para. 7.48) 

229. The suggestion that the production of a tax clearance certificate 

from the assessing officers should be insisted upon by the registration, 
authorities before registering the transfer of properties whose value 
exceeds a certain limit, is not favoured as such a restriction does not 
appear to be necessary. (Para. 7.501 

230. The system of automatic reporting as suggested by Prof. Kaldor 

in kis report would throw an undue volume of work and is im workable 
under the conditions existing in India today. (Para. 7.51) 



231. In order to discourage tax evaders from entering into benami 

transactions for the purpose of achieving their object, statements made 
by any party to such a transaction before the direct taxes authorities 
with regard to the ownership of an asset should be made available, to the 
other party concerned in the case, if he applies for a copy of it. The 
secrecy provisions of the direct taxes Acts should be modified to secure 
this. (Para. 7.53) 

\ 

232. By means of blank transfers dishonest assessees are able to conceal 
their income from the Department and even if the concealments are 
detected and assessed, they can avoid the payinent of the taxes as the 
shares are not registered in their names, and they cannot, therefore, be 
attached and sold. The only effective remedy against blank transfers 
is to provide that all transfer deeds executed by the transferor should 
be registered by the Stock Exchange and simultaneously date stamped. 
It should be secured by statute that the transfer deeds should have a 
currency of only six months from the date of stamping and that multiple 
transfers will be permitted only within that period of six months. 

(Para. 7.54) 

233. The restrictions in the preceding recommendation should not be 
applied in cases: — 

(a) where the shares are handed over to a banking company either 

as a security or for safe custody, or 

(b) where the shares are held on blank transfers by the directors 

of a company or partners of a registered firm or trustees in 
a fiduciary capacity. 


The banks, however, should be required to communicate to the tax autho- 
rities through an annual statement, brief particulars of the shares held 
by them under blank transfers. (Para. 7 55) 

^4. While the present practice of rewarding the informers should 
continue, a statutory provision should be made^for the punishment of 

information. The Department should also be 
provided with the power to grant immunity from penal proceedinss or 
prosecutions to those who having abetted an offence in this^respect foml 
forward to give evidence against an assessee. No action should be taken 

{Jr'ara, 7.57 / 

235. The present system of requiring contractors, applicants for imnori 
and export licences, etc., submitting a tax clearance certificate from^th* 
fn officers, and the conditions attached to their issue, are effectwl 

in checking tax evasion and defaults in the payment of taxes Tax dear. 

cieiaulted once but have thereafter kept a clean record with the tax 
authorities for atleast three years continuously. (Para, 7.58) 


Penalties and prosepufions 

nn ^ f hedule of penalties should be drawn up and incor- 

statute book in place of Section 28 of the Income-tax Act 
the other direct taxes Acts. The schedule 
should make a distmction between cases of deliberate concealm^t nn 
or wilful neglect _and others which ®e not Sto Sd S 

man those for the former. The maximum penalty leviable foi 
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concealment or deliberate furnishing of inaccurate particulars should 
continue to be 150 per cent of the tax sought to be evaded as at' present. 

(Para. 7.60) 

237. The penalty provisions of the direct taxes Acts should be brought 

in line with Section 49(1) of the Income-tax Act, 1952 of the United 
Kingdom so that the onus of proving that 4he omission to disclose income, 
wealth, etc.,, did not proceed from any fraud or wilful neglect, is placed 
on the assessee himself. (Para. 7.61) 

238. The prior approval of the Inspecting Assistant Commissioners for 

the levy of penalty should be obligatory only in cases of more serious 
offences, where the quantum of penalties leviable are heavier. Further 
the Inspecting Assistant Commissioners should be statutorily required to 
give a hearing to the assessees before according his approval to the levy 
of penalty in such cases. The law should be amended requiring the com- 
pletion of the penalty proceedings within one year of the passing of the 
relevant assessment order or of the appellate order of the Appellate 
Assistant Commissioner or the Appellate Tribunal or of the revision order 
of the Commissioner, as the case may be. (Para, 7.63) 

239. Failure to institute prosecutions even in clear cases of tax evasion 

cannot be justified. In all cases of deliberate concealmTent, where there 
is sufficient evidence, the Department should, as a rule, resort to criminal 
prosecution. (Para. 7,65) 

240. Government should consider whether Sections 177, 191, 192, 199 

and perhaps 181 of the Indian Penal Code should also be specifically 
referred to in the direct taxes Acts. Resort should be had more frequent- 
ly to the provisions of the Indian Penal Code than to those of the taxing 
statutes and there should be a specific provision in the direct taxes Acts 
permitting the Department to take action also under the Indian Penal 
Code. Deliberate concealment of income, wealth, etc., should be made 
a specific offence punishable under Section 52 of the Income-tax Act and 
corresponding provisions of the other direct taxes Acts. There should 
be a foot-note in the return form itself to the effect that false or incorrect 
declaration would attract the penalty provided under Sections 28 and 52 
of the Income-tax Act or the corresponding provisions of the other direct 
taxes Acts, as the case may be, and Sections 177 and 199 of the Indian 
Penal Code. The relevant sections should also be reproduced in toto in 
the return form. (Para. 7.66) 

241. Enhancing the maximum period of imprisonment will not in itself 

serve any useful purpose at the present moment when, practically, no 
prosecutions have been launched for the past several years. It is also 
not necessary at the present stage to provide for a minimum period of 
imprisonment, but if in actual practice hereafter the Department finds 
that the courts are averse to awarding imprisonment, the question of 
amending the existing law so as to provide for a minimum period of 
imprisonment in cases of conviction may be examined. (Para. 7.68) 

242. There should be an Enforcement Branch in each Commissioner's 
charge with the ^ecific responsibility for examining cases suitable for 
prosecution and for initiating and pursuing prosecution proceedings. 
Prosecutions in cases of offences referred to in Section 51 of the Income- 
tax Act and the corresponding provisions of the other direct taxes Acts 
should be launched with the prior approval of the Commissioner. Prose- 
cutions for offences mentioned in Section 52 of the Incom^tax Act and 
the corresponding provisions of the other direct taxes Acts or any of the 



provisions of the Indian Penal Code should be launched with the prior 
approval of the Central Board of Revenue, in order that there may be 
an uniform policy in this matter. (Para. 7.69) 

' 243. While the existing powers to compound offences for which prose- 
cutions are launched may continue, such powers should be exercised only 
in exceptional cases and not as a matter of course. In particular, there , 
should be no attempt at compounding an offence merely because the com- 
position fee offered is substantial. Compounding in any case should be 
done only with the approval of the authority sanctioning the prosecution. 

I (Para. 7.69) 

244. Provisions of Section 28(4) of the Income-tax Act and the corres- 

ponding provisions of the other direct taxes Acts which bar prosecutions 
in respect of the same facts on which a penalty has been imposed, should 
be deleted. (Para. 7.70) 

245. Abetment of evasion of tax should be made pimishable under the 
tax laws. A provision similar to the one contained in the Income-tax 
(Amendment) Bill, 1951 should be introduced in all the direct taxes Acts. 

(Para. 7.72) 

246. The Income-tax return form, in cases of income above Rs. 20,000 

and the return forms prescribed under the other direct taxes Acts should 
provide for a declaration and certificate in a prescribed form to be given 
by the representative who prepares or assists the asseessee in the prepa- 
ration of the return. (Para. 7.74) 

Voluntary disclosures 

247. The introduction of a voluntary disclosure scheme on the lines 

of the 1951 Scheme is not justifiable under the circumstances prevailing 
at present. (Para. 7.79) 

248. Powers of settlement available, at present to a limited extent, 

under the Income-tax Act, for specific types of cases, should be enlarged 
and the Central Board of Revenue authorised to arrive at settlements 
with the assessees at any stage of the proceedings under the direct taxes 
Acts. Administratively, it may be ensured that the disclosure cases are 
settled by the Commissioner of Income-tax, where the tax involved is 
Rs. two lakhs or less, and where the tax is over Rs. two lakhs, the case 
should be settled by a committee consisting of the Chairman and two 
Members of the Central Board of Revenue. (Para. 7.80) 

Suggestions to amend the law 

249. The existing law should be amended on the following lines in 
order to plug the various loopholes: — 

(1) Remittances of foreign profits which are at present exempt 

under Section 4(1) (b) (iii) of the Income-tax Act, should be 
, made taxable. [Paras. 7.81 (1)J 

(2) The existing provisions relating to exemption of the income of 

charitable trusts under Section 4(3) (i) should be amended 
as follows: — | 

; (a) The accounts of all charitable institutions, with the excep- 

■ tion of those audited under the requirement of any other 
' law or regulation, having an income of Rs. 5,000 or over, 

V must be compulsorily audited and a certificate from the 
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(c) 


(d) 


(e) 


auditor in a form to be prescribed should be furmshed to 
the afrpps sing officer in support of its claim for exemption 

from tax. " . • ^ * 4 . 1 . 

(b) A charitable trust carrying on a j 

^ ^ rourse of carrying out the primary object of the tru^ itseu 
•should not be entitled to the exemption under Section 
4 (3) (i) of the Income-tax Act and this should be made 
clear in the substantive part of the Section itself. 

Where a trust deed contains a clause that the funds of the 
trust should also be utilised for the relations and f?™dy 
Sembers of the donor or that in carrying out the charitable 
obiects of the trust priority should be given to ^ch rela- 
tions or members, exemption should not be available under 
Section 5(1) (i) of the Wealth-tax Act. 

If any charitable trust had invested, at any time during the 
pSvious year, in the shares or capital of an industrial or 
commercial undertaking, in which the donor was himself 
substantiaUy interested, ^ ^n^re than five per ce^^^^ 

of the paid up capital of that undertaking, . 

dends or share income from such investments should n 
bfSgible for exemption and should be taxed in the hands 
of the trustees. 

As regards the other incomes of ^f\he 

exempt if the conditions under Section 4(3) (i) of the 
TncSne-tax Act are fulfilled, but if more than 25 per cent 
of such income of a trust is set apart for being spent su^ 
sequently for charitable purposes, the amount set apart 
in excess of 25 per cent should be taxed in ^ 

which it is so set apart. The Central Board of Revenu^ 
should, however, be empowered to increase this percent- 
age in fit cases. 

If on enquiries into the use to which the properties belong- 
ing to a charitable trust were being to, the assessing 
officer found that they were being utilised (0 oy 
donor or his nominees or any of his family members, or, 
(ii) by a trustee or his nominee or his family, the proj^r- 
ties should not be allowed exemption admissible under 
Section 5(1) (i) of the Wealth-tax Act, unless in the case 
of (ii) above the occupation of the property by the trustee 
was necessary for carrying out the objects of the trust. 
The assessing officer should also ensure that gift-tax is 
recovered in respect of the properties enjoyed by such 
persons. 7-81(2)1 

(3) Section 10(1) of the Income-tax Act should be, amerced so 
as to be consistent with the second proviso to Sechon 
10(2) (vii), providing that even where the assessee had dis- 
continued his business, profession or vocation, profits result- 
ing from the sale of machinery or other assets would be 
treated as income and subjected to tax. The business 
expenses incurred after the closing of the bi^iness should 
also be allowed. ■ CP«ra. 7.81(3)] 

There is no justification for continuing the tax exemption to 
co-operative societies which are running transport services 
or controlling large cQhimercial and industrial undertakings. 


(f) 


( 4 ) 



. ju arp mostlv witli 

Income-tax Act that the exemp , , income exceeds 

£ 000*° l” view S”the^tax holiday given to new ind^s- 

changes proposed would not mtertere s ^ 

genuine co-operative societies. L 

“ “S^iSSSStissI 

made to Section 16(3) of the Income-tax Act so as 
transfers of assets to minor children by the moAe^- 

(6) The law should be modified so as to provide that in cases 
^ ^ where a father creates a trust for the benefit of his minor 
luSter with a stipulation that the income of the timst 
fhould be accumulated and added to the corpus and that the 
dautrhter should be entitled to receive the income only after 
attaSg majority, such income of the 
taxed. 

c;prtinn 9121 of the Income-tax Act should be suitably amended so as to 
nro?fdP that in caSl wheiS, after transferring the ownership of a resi- 
dential property to his wife or minor child, without ^^finate considera- 
tion, the transferor continues to reside in it along with ^he ira'isfere® 
there is no escapement of proper tax liability. 

/ 

Section 46A of the Income-tax Act should be amended so as to include 

the liabilities under the Wealth-tax Act, Expenditure-tax Act an^ ^ 

tax Act also within the scope of that Section. [Para. 7.81 [8 ; } 

There is no justification for giving the marriage and children’s allow- 
ance both to the husband and the wife where they are separately taxabl 
The law should be suitably amended. L^ara. i.o ( ;j 

Any industrial or public utility undertaking run 
the State Government should also be subjected to tax Sir? of 

pose, provision should be made in law as envisaged in _ 7 81(10)1 

the Constitution. , : 

The law should be so amended that even on the ^ssessee’s cessatmn 

of his business, etc., or retirement from J be^Txed 

received after such cessation, retirement or death would j 

Tn the case of companies in which the public are not substantially 
interested set off of the earlier years’ losses against subsequ^t profits 
should be allowed only if the shareholders in the year in which the income 
fs earned are substanWly the same as those in the years in which the 
losses were incurred. 
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Publicity 

250. Evasion could be 

rel?re[u.?.“®Th°e SverLent may adopV either ol the following two 
Sods and prescribe the necessary procedure therefor.- 

« Salrredle^-IheSoIntlfSSre^'iS 

ed by a person in his return, 

,ii) publication annually in a printed tc»klet form ^ "“““f 
^ ^ addresses and declared income, wealth, expenditure, etc., oi 

either all assessees or those above a certain hmit^^^^ ^ 

2«»1 In view of the deterrent effect it would have on attempts at 

"““sed to 11^5 000 or" mme“"or ‘the“'Sca'taent'^f°income, wealth 
cto ’should £SlTadd”esS 

Wbiss^^rs «3rSEho"ufd 

but without mentioning the names of such persons. 


Arousing public conscience 

252. The following measures may be useful in arousing public con- 
rscience against tax evasion: 

fil People should be educated with regard to the real 
^ ^ collection of direct taxes, through press, radio and films. 

ail Steps should be taken to convince the tax-payers that the 
' ^ money collected through taxes is not spent wastefully but 
put to proper use. 

fiiil No official patronage or recognition or awards should be 
(m) No^offiaaj^ penalised for concealment or ^n 

whose case prosecution proceedings have been S>ucn 

a person should not be allowed to become a member of any 
Committee or Commission appointed by Government. 

iivl Tax evaders should be strictly dealt with and brought to book 

to the minds of the public that evasion pays and that ^dera 
Tre treated lightly is removed. Prosecution proceedings 
^ should be launched wherever necessary. 
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i (v) The co-operation of the chambers of commerce and other pro- 

I fessional bodies such as bar associations, medical associa- 

tions, etc., should be enlisted in the matter of wiping out 
I evasion. 

I (vi) A special drive should be undertaken to rouse public consci- 

I ence bv enlisting the co-operation of leaders in the various 

i walks of life. 7-89) 




€haptm 8 
administration 


Central Board of Revtaiue 

253, 1. is neither practicable nor 

“Se MS eaSr LM"Sue. (Per. 8.5) 

254. It will efficieS administration 

Revenue, to a large arl ministration of the direct taxes and 

of the different tax laws, if separate Boards. However, 

that of indirect taxes are t^o twojeparaw^ 

9SS A list of functions of the Central Board of Revenue where the 
“atufdf tL post o( the Chairman or in the composition of Jhe Board. 

o^a TVinrp should be a separate Secretary for the Departmrat (rf 
Revenue and this post and that of the Chairman of the ^enHa^l^ Board 
of Revenue should be combined. ‘ • 

1^1 The Central Board of Revenue should have one more Member 
to look after the general administraUve and orgamsational matters re a - 
ing to direct taxes. • ‘ ' 

258 It should be laid down that each Member of the Central Boar<i 
of Revenufci function independently on behalf of the Board m respect 
S the iecife work allotted to him and that all orders passed by him 
should ‘be treated as orders of the Board. In respect of appeals, how- 
ever it should be provided that at least two Members of the Board should 
S them jointly Applications for settlement, write off, etc. should 
be dealt with by the Chairman and two Members acting jointly. On 
matters of administrative policy as well as those relating to promotions 
and postings of officers, all the three Members along with 
should take a joint decision. (Para. 

259. At least half the Members of the Central Board of Rewnue 
dealing with direct taxes should be selected from amongst ^e officers 
of the^ Department. The tenure of appointment as a Member should 
normally be five years. 



260. The recruitment of the oflBcers of the Income-tax Department 

to the Central Administrative cadre (Pool) of Officers should be increas- 
ed considerably and greater facilities made available to them to acquire 
experience of other work. (Para. 8.14) 

261. The officers and other staff in the administrative and technical 

sections of the Central Board of Revenue should be appointed, as far as 
possible, from amongst the departmental personnel, who have field 
experience. There should also be a periodical exchange of officers and 
staff between the Board and the field offices. (Para. 8.15) 

262. In order to provide the Central Board of Revenue with expert 

legal advice in day-to-day work, a senior solicitor or advocate with 
adequate experience in direct taxes matters should be appointed as 
Legal Adviser in the office of the Board and given appropriate status and 
pay- (Para. 8.16) 

263. There should be no false economy in engaging experienced and 

leading members of the Bar and paying the requisite fees of representa- 
tion on tax matters for the Department. (Para. 8.17) 

Directorates 

264. The existing three Directorates of Inspection should be reorganis- 
into the following four Directorates; 

(a) Directorate of Inspection. 

(b) Directorate of Investigation and Intelligence. 

(c) Directorate of Vigilance. 

(d) Directorate of Training, Statistics, Research and Publications. 

(Para. 8.20.) 

26a. The Directorate of Inspection should carry out administrative 
mspections of the offices of the Commissioners and Inspecting Assistant 
Commissioners of Income-tax. It should also review and test-check the 
inspection of the work of the assessing officers carried out by the Inspect- 
ing Assistant Commissioners and suggest improvements for the organi- 
sation and methods of the working of the Department. (Para. 8.21) 

266. The functions of the Directorate of Investigation and Intelligence 
are noted in recommendation Nos. 212 and 213. It shoufd have six 
experienced Assistant Commissioners working as Specialists to deal with 
tax problems in respect of specified important industries and trades like 
textiles, iron and steel, sugar, paper, cement, mining, etc. (Para. 8.22) 

267. It is of the utmost importance that the revenue administration 

should maintain the highest standards of morality and integrity. Besides 
keeping a constant vigil over the large number of personnel at different 
levels, the Directorate of Vigilance should see that cases of complaints 
and disciplinary procedings ana expeditiously dealt with and that dis- 
honest officials are propertly brought to book. (Para. 8.23) 

268. The Directorate of Training, Statistics, Research and Publica- 
tions should look after the work of the Training College for the gazetted 
officers, co-ordinate the training programmes of the non-gazetted staff 

to recruitment of personnel and departmental examinations, compile 
^ statistical information, carry out research studies in tax matters 
and be in charge of the publication of tax literature, books and manuals. 
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buUetins and journals, etc. The present ^office of the Statisticiaa 
(Income-tax) should be merged with this D-teetor^^ ^ ^ 

269. An Annual Administration Report should be 
Department and laid on the table of the Parliament. (Para. 8.26) 

Commissioners of Income-tax 

270 One more Commissioner of Income-tax should be appointed in 
each of the West Bengal, Bombay City and Bombay North 

271. The cadre of Commissioners of Income-tax, Grade II should be 
ahohshed and ' ail the Commissioners should be in one unified giade 
and get the 'same scale of pay as given to other heads of 

like the Accountants General, Postmasters General 5„^|fc,ie 

sioners. etc., as well as to the members ot the Income-tax Appellate 
Tribunal. { aia. 

272. There should be further decentralisation and delegation of 
enlarged powers to the Commissioners of Income-tax in respect ol incur- 
ring ot expenditure on printing and purchase of stationery, legal charges, 
etc ’ as well as with regard to appointments, promotions and transfers. 


Deputy Commissioners 

273. Creation of posts of Deputy Commissioners is not 


favoured. 

(Para. 8.34) 


Assistant Commissioners 

274 The Inspecting Assistant Commissioners should continue to 

advise and guide the assessing officers in assessment matters. Pxe- 
assessment guidance and control by them is necessary tor improving the 
quality of assessments and checking tax evasion. ( • / 

275 In-specting Assistant Commissioners should give to the assessiaes, 
whenever Tsked for, an opportunity of being heard before 

tions to the assessing officers. (Pera. B. ) 

276. As a general rule. Inspecting Assistant Commi sioners should 
not do assessment work. However, about ten Assistant Commissioners ^ 
should be entrusted with actual assessment work in important cases 
involving large revenues, detailed investigations and complicated ques- 
tions of facts and law. 

277. The system of group charges should be extended and twenty-five 

more such charges created in important cities. v 

278. The number of assessing officers under an Assistant 

Commissioner in a non-group charge should be reduced to about twenty 
^ that both administrative and regular inspection of assessment and col- 
lection work of each assessing officer is carried out every g 

279. The Inspecting Assistant Commissioners in the group charges 

should also inspect the work of the assessing officers in the g 
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Assessing Officers 

280. The Class II cadre of the Income-tax Officers should continue. 
There should be only one grade for Class I service with an integrated pay 

(Para. 8.50) 

281. The number of Class 1 posts of Income-tax Officers should be 

increased by about 100 and a corresponding decrease made in the number 
of Class II Officers. (Para. 8.51) 

282. Income-tax Officers promoted from Class II to Class I should not 
be given any weightage vis-a-vis dinect recruits to Class I. (Para. 8.52) 

283. The present sanctioned strength of the Income-tax Officers .should 

be increased by about 50. (Para 8 53) 

284. For purposes of evaluation of work and control of output of the 

assessing officers, categorisation of cases and fixation of disposal in stan- 
dard uru is are necessary. (Para 8 55) 

285. The assessing officers should be relieved of the routine adminis- 
trative wor,t winch should be attended to by the office supervisor 

Inspectors (Para. 8.56) 

286. The asse.ssing officers and the Inspecting Assistant Commissioners 

.should exercise stncier control and supervision over the work done by the 
Inspeeturs. (Para. ‘8.58) 

.statutory status under the other direct 
taxLo Aet.s as under the Income-tax Act. He should carry a written autho- 
rity under the .signature and .seal of the asse.ssing officer specifyimr the 
pome, on which he has to make survey and other enquirie.s ^ ^ ® 

(Paras. 8.59 and 8.60) 

288. Merger of the existing two grades of Inspectors, i e Ordinary and 
Selection Orade is not favoured. ^ ’ ' (Part ^8 61) 

by ?50 .sanctioned strength of Inspectors should be increased 

(Para. 8.62) 

Mini.sterial and other staff 

sion\^? sSffid Appellate Assistant Commis- 

sioner snouJcl nave a whole time supervisory officer There should Hp nnp 

posts at least one-third should be in the cadre of Supervisor. (Para 8.64) 

favoure^^ fAaL*^TT Clerks with that of Supervisors is not 

kI Supervisors should be abolished and there 

should be only one grade of Supervisor. The present nav scales: nf thr. 
WO grades ^ould be integrated for this purpose. There should be Admi 
DfrSoratS^^^'^^ Gazetted rank in the offices of the Commissioners and 

(Para. 8.65) 

terS^staff^ Offices should be equipped with adequate minis- 

(Para. 8.67) 

^'^^ber of Notice Servers and Class IV servants .should be 

the too large. The anomaly 

S the Notice Servers and DMtries with similar sbalS 

of pay should be removed. Class IV staff should not be required to do 
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private and domestic work on;he officers, and the ^ 

duties should be clearly defined. ^rarcw.. 

Recruitment, training and promotion 

9 Q 4 . RntVi direct recruitment and promotion in specific proportions are 
neceSarv o SSS a corVVct and balanced blending of fresh talent ai^ 

ctrtfcL\s";rin"cU" 

sole criteria for filling of selection posts in any cadre and quality shou 
not be sacrificed merely for reaching the quotas g g .^2) 

M'i While allotting the candidates who are successful in the conribined 
comletS exSnat^n held by the Union Public Service ^™ 
to the various Class 1 services, a due proportmn o^/he higher ranKing 
Sndidates should be posted to the direct taxes Department. (Para. 8.74) 

296 The ministerial staff shquld also be recruited on the basis of open 
competitive examinations. Preference should be given to persons posse^ 
sing^commercial and accountancy qualifications. The final 
be made by Committees consisting of at least three persons. (Para. 8.75) 

297. There should be a whole time Principal in charge of the Training 
College for Income-tax Officers. He should be assisted by a complement 
of full time instructors in the various subjects. (1 (’■'^a. o.io) 

298 The Training College should provide specialised training for 
sixteen months, after the four months foundational training course tor ^ 
services Greater attention should be paid to the practical training of the 
Probationary Income-tax Officers. Emphasis should be laid on developing 
the qualities of leadership, initiative and self-confidence amongst them. 
Adequate instruction should also be given in the tectaiques and problei^ 
of public relations and administration. (Paras. 8.79 and 8.80) 

299. Officers appointed as Income-tax Officers on promotion from the 
lower ranks should be given a restricted course of training fOT at 
six months in the Training College. (Para. 8.81) 

300 The Training College should organise regular refresher courses of 

four months’ duration for senior assessing officers with five to eight years 
of service. (Para. 8.82) 

301 Selected Assistant Commissioners should be sent periodically to 

the' Administrative Staff College at Hyderabad for an all-round advance 
course in administration and management. ^ (Para. 8.82) 

302. There should be four regional centres for training of Inspectors 

each under the charge of a senior Income-tax Officer. (Para. 8.83) 

303. Arrangements for the training of ministerial staff under the 
charge of a selected senior Supervisor should be made in each Commis- 
sioner’s charge preferably at the respective headquarters. (Para. 8.84) 

304. Instructors should themselves be qualified and given a short 

course of training. (Para. 8.85) 

305. No change in the existing classification of the various posts, for 
purposes of promotion into ‘Selection’ and ‘non-Selection’ posts is consi- 
dered necessary except with regard to Inspectors (Selection Grade). 

T— > (Para. 8.86) 
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306. The present forms of annual confidential reports should be ration- 

aliscKi. The counter-signing officer should, in particular, give his own 
mews about the suitability of the person reported upon for promotion to 
the next higher grade. (Para. 8.87) 

307. Seniority for purposes of promotion to the next higher grade should 
iie regulated with reference to the date or the year of passing the depart- 
mental examination prescribed for the grade concerned. (Para. 8*89) 

308. The existing restriction not permitting a person to appear in the 

^partmenta] examination for a higher grade until he is actually working 
in the immediate lower grade should be relaxed. A period of five years 
should be fixed for taking the next higher examination after the person 
concerned ha.s passed the lower examination. (Para. 8.90) 

309. The benefit of granting two advance increments on passing the 
'departmental examination for the next higher grade should be made 
available to all categories of staff including the steno-typists and steno- 
graphers. The Ixinent should also not be limited to the minimum of the 
posy scale of the next higher grade. (Para. 8.91) 

Coadi lions of service 

310. The officers of the Income-tax Department in particular require 

special consideration in respect of pay scales and conditions of service 
having regard to their nature of work and the difficult duties they have 
to perform. The pay structure of all ranks, specially in respect of the 
gazetted officers of this important Department should be commensurate 
with their powers and responsibilities. (Para. 8.94) 

311. Every effort should be made to depute a sufficiently large number 

of the officers of the Income-tax Department to other departments and 
organisations, but they should come back to the Department after a 
specified tenure. (Para. 8.95) 

312. The delay in confirming temporary/officiating officials should be 

avoided, and such of the temporally posts as have been in existence for 
mme than three years and which are not likely to be discontinued should 
be made permanent. (Para. 8.96) 

313. Periodical tran.sfers of staff from one station to another and from 

one post to another are necessary, but they should not be too frequent. 

(Para. 8.97) 

314. One month’s notice of transfers should generally be given to the 

officers. During this period they must pass final orders in all cases where 
hearings and investigations have been completed and endeavour to com- 
plete as many of the partly heard matters as possible. Before handing 
over charge on transfer, officers of all ranks should be required to send 
to^ their immediate superior officers, a certificate to the effect that all fully 
heard cases have been disposed of. A list of the partly completed work 
with full details and reasons for the pendency should also be furnished 
by such officers. (Para. 8.99) 

315. The Government should, in consultation with the Comptroller and 

.^ditor General, devise suitable means for avoiding delays in the issue 
of pay slips, payxnent of leave salaries and settlement of pension 
gratuity and provident fund claims, etc. (Para. 8.100)' 

316. All staff employed in survey and outdoor enquiry work as also 

a^essing officers in special survey circles should be given reasonable con- 
ireyance allowance. (Para 8 101) 

410 C.B.R. 
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317 Suitable arrangements should be made with the State Govern- 
ments to ensure that there is no discrimination against Central ^vern- 
ment officers in the matter of providing accommodation in C^cuit rmuses. 
Rest Houses, Inspection Bungalows, etc., belonging to the different States, 
and in regard to the charges for such accommodation as compared to the 
facilities given to the State Government officers. {Para. 8.102) 

• 318. Adequate funds should be specifically allotted for the construction 
of residential houses for the officers and staff of the Department. So long 
as this is not done, arrangements should be made to hire suitable accom- 
modation for them. {Para. 8.103) 

319. The Central. Government should organise .schools in the various 

important cities and towns for the education of the children of all the 
Government servants. In the meantime, arrangements should be made 
with the State Governments and important educational Institutions for 
securing admission on a priority basis to the schools for the children of a 
transferred official. {Para. 8.104) 

320. Adequate medical facilities should be afforded to the staff of the 

Department. {Para 8.105) 

321. The Department should provide cheap holiday homes at hill 

stations and other health resorts for its employees. {Para. 8.106) 

322. The various staff welfare activities should be further enlarged. 

{Para. 8.107) 

323. Staff Committees should be constituted in all Commissioners’ 

charges at their respective headquarters. {Para 8.108) 

324. A sense of discipline and responsibility should be inculcated in the 
staff. Cases of indisciplined conduct should be promptly looked into and 
due steps taken to punish the wrong doers, wherever necessary. 

(Para. 8.109) 

Office equipment and accommodation 

325. Better office accommodation and nece.ssary supply of office equip- 

ment and appliances will not only improve the working conditions of the 
staff but will result in increased efficiency and greater convenience to the 
assessees. {Para. 8.110) 

326. Timely and adequate supply of stationery and the forms to the 

tax offices should be ensured. For this purpose, the requirements of the 
Department should be given a sufficiently high priority. The responsibi- 
lity for arranging supply of stationery and printing of forms, etc., for the 
Department should be entrusted to a separate section of Printing and 
Stationery. The Commissioners should have full financial powers for the 
local purchase of stationery or printing of forms if their requirements are 
not met by the Controller of Printing and Stationery in time. The sub- 
ordinate authorities should also be given suitable financial powers for 
such local arrangements. {Para. 8.111) 

327. Typewriters should be supplied to the offices in sufficient numbers 

and other modern appliances also made available looking to the needs and 
exigencies of work. {Para. 8.112) 

328. Sufficient funds should be specifically allotted for the construction 

of office buildings for the Department and the rules regarding hiring of 
private accommodation be also suitably liberalised. (Para. 8.113> 
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Cost of collection 

was jiisUfied'an^^ec^sarv ^The°p ^^Jnistration during the past years 
be kept as low as praSblP^hnt u I ®f^™'"'stration should, no doubt 

Department’s effStrfn ihecW of the 

efficiency ® evasion and improving its overall 

(Paras. 8.115 and 8.116) 

Prevention of malpractices 

SaSS.-IJHESaSixr 

.=':5’=SSSSS.S!“i?Ss"~ 

(Paras. 8.117 to 8.119) 

331. Apart from the Directorate of Vigilance there ^hnni,! Ko 
sections in each Commissioner’s charge for organising and 

Inffico'm^StrreceiV^^^^^^^^ 

(Para. 8.119) 

332 All officials of the Income-tax Department should be reauired 
to send every fourth year a complete statement of their total wealth both 
immovable and movable, including those in the names of wi^ anJ 
children and other family members. The Income»tax asspsc^mpntc of 

(Para. 8.120) 

333. Accepting of gifts on weddings and other occasions from .. 

^n relations or close friends and the acceptance of private hospitalitv 
free entertainments and other obligations from the nublir shl^im u' 

strictly discountenanced. ® public should be 

(Para. 8.121) 

oIZ^oSTLZLTJlZl 

(Para. 8.122) 

omS “ ‘^p-en. ..e 

joining private employment. prematurely and 

■j->c D • • . . (Para. 8.123) 

50(1) ohhTuic Tncom^tax°A?ri^^^^^ Sections 7(7) and 

taxes statutes, but to safLual^d aga^Lt thl 

complaints should first be made to the rent^f'n^ the 

would initiate proceXgs aftir maki'na ^ Board of Revenue who 
p eaings aner making necessary enquiries. (Para. 8.125) 

Representation of assessees by tax experts 

Accountams”£d ”he^L?i^e?s^ w^Jll^JaSrlin -h' ^^artered 

ooo m • , (Para. 8.127) 

tlon^rs'. q"Si‘l?on°”fo? fteTS'ouVS*!; 
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degree in commerce of any of the recognised Universities. In addition 
they should be required to pass a written examination in accoimtancy aid 
tax laws to be held by the Department. The existing Income-tax practi- 
tioners should, however, be allowed to continue to represent assessees 
irrespective of their qualifications and they should be exempted from tak 
ing this test. The Income-tax practitioners should also be permitted to 
represent tax-payers under all the direct taxes laws. (Para. 8. 128) 


339. It would be neither practicable nor desirable to completely pro- 

hibit Etepartmental persons ft-om tax practice after retirement or 
resignation. However, they should not be allowed to represent assessees 
for a period of two years after retirement or resignation without the 
previous permission of the Central Board of Revenue except in cases of 
persons who desire to engage in tax practice on resigning within a period 
of three years after joining the Department. The Board should give 
the permission subject to the condition that the person concerned will 
n^ be entitled to tax practice in the State or the Commissioner’s charges 
where he had served at any time during the three years immediately 
prewdmg his retirement or resignation. As regards the officers having 
all-India jurisdiction like the Directors, permission for tax practice should 
be given to them on the further condition that they should not represent 
assessees whose cases have been dealt with by them during the three years 
preceding their retirement or resignation. ' (Para. 8.130) 

340. Admi.ssion of the various classes of professional experts to tax 
practice should be regulated by a system of registration with the Depart- 

(Para, 8.131) 


341. Disciplinary jurisdiction over the Income-tax practitioners should 

continue to remain with the Commissioners, who should use their au- 
thority with greater vigilance. (Para. 8.133) 

342. In the case of lawyers and chartered accountants the present pro 
eedure with regard to disciplinary action and the ultimate iurisdiction of 
the High Court as provided for under Section 10(1) of the Bar Council 
Act, 1926 and Section 21 of the Chartered Accountants Act 1949 should 
continue. However, a slight departure from the general procedure would 
be justified. The report of the enquiry of the Bar Council or the District 
Judge in the case of misconduct by a lawyer and of the Disciplinary 
Committee of the Institute of- Chartered Accountants in case cxf one of 
its members should be submitted to the president of the Income-tax 
Appellate Tribunal, who will pass orders after hearing the complainant 
the respondent and the Council of the Institute of Chartered Accountants 

Council as the case may be. This procedure is su^ffested 
subject to our recommendation about the appointment of a High Court 
Judgp^ as the President of the Income-tax Appellate Tribunal being ac- 
c‘ pted. Any appeal from the decision of the President of the Income-tax 
Appellate Tribunal will go to the respective High Courts. 

(Paras. 8.134 and 8.135) 

343. The Government nominee on the Disciplinary Committee of the 

Council of the Institute of Chartered Accountants should be a renresen- 
tative of the Central Board of Revenue. Similarly, whenever such a 
case regarding the conduct of a lawyer before the direct taxes authorities* 
IS inquired into by the Bar Council, the Standing Counsel of the Depart- 
ment should be co-opted as a member of that Council for this purpose 
if he IS not already a member of the Bar Council concerned. ^ 

I I (Para. 8.136) 
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344. If a tax exeprt is finally convicted for evasion of tax as a result 
ot prosecution under the provisions of the direct tS^s Act^ he 
should be straightaway disqualified from tax practice and hisnamp 

»" charges ot abetting or aiding his dientTh. 
evasion, should result in automatic disqualification from tax nrartipA 
expert, who is penalised under the direct taxes Acts for conceal- 
V expenditure should be dTsoSalh 

fiSl^ l£wwe?Thf penalty proceedings have beeome 

In <!neh disciplinary procedure should be followed 

in such cases of penalty and disqualification should not be automatic ° 

(Para. 8.137) 

.pplf msponitibilities that 

sMd apply Vn”?n‘‘dia^"®'“’“ 

(Paras. 8.138 and 8.139) 



Chapter 9 

PUBLIC RELATIONS 
Factors influencing public relations 

346. While the officers of the Department have necessarily to be firm 

in the discharge of their duties, and function without fear or favour, 
they must be sympathetic to the taxpayers, and show due consideration 
for their doubts and difficulties. {Para, 9.4) 

347. It must be the duty of every officer of the Department to bring to 
the assessees’ notice any allowance, rebate or relief that may be legiti- 
mately due to them. The higher authorities should view any omission 
in this regard very seriously and take such punitive and remedial action 
as may be necessary in the circumstances of the case : (Paras. 9.6 and 9.'^ 

348. The criterion for judging the worth of the assessment work, 
should be not the highly-pitched assessments which are ultimately reduc- 
ed in appeals, but the making of realistic assessments which stand the 
test of appeal. The existing administrative instructions to this effect, 
need to be re-emphasised. 

349. Effective steps should be taken to see that the records are kept 
properly and that there is a fool-proof system for getting and filing of 
necessary receipts for the various documents, papers, payments etc. 

(Para. 9.10) 

350. The targets for disposal of assessments and collection of taxes 
must be so fixed as do not, in any . way, lead to over-assessments and 

harassment of the assessees. (Para. 9.11) 

351. The Central Board of Revenue should see that its instructions 

prohibiting the officers from fixing up all the cases at the same hour of 
the day, and requiring them to call the assessees at suitable intervals 
distributed throughout the day are scrupulously followed and the daily 
cause list placed on the notice board. (Para. 9.12) 

352. The officers should pbserve the office hours punctually -and should 

see that the assessees are not made to spend more than the minimum 
necessary time in the tax offices. (Para. ^.14) 

353. The officers should spare at least half an hour of their working 

period every day to attend to persons who visit the tax offices on their 
own to make various equiries and seek clarifications. The period for 
interviews should be prominently notified. Besides, all tax offices should 
have Enquiry Counters where the assessees can make various routine 
enquiries without having to wait to see the officers. (Para. 9.15) 

354. The staff dealing with the issue of tax clearance certificates should 

be strengthened, and ip particular, the number of Income-tax Officers, 
Foreign Section, entrusted with the issue of the certificates under Section 
46A of the Income-tax Act should be enlarged so that there is at least 
one such officer at the headquarters of each State or the Commissioner 
of Income-tax. (Para. 9.17) 
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355. An applicant for Tax Clearance/Exemption Certificates under 

Section 46A of the Income-tax Act should be required to furnish, in 
duplicate, an application in the prescribed form to his assessing officer 
who should deliver one copy of the Authorisation to the applicant and 
send another copy of it along-with a copy of the application, duly 
endorsed, to the Income-tax Officer, Foreign Section, concerned. The 
Applicant or his representative should then present the Authorisation 
to the Income-tax Officer, Foreign Section for exchanging it with the Tax 
Clearance /Exemption Certificate. (Para. 9.19) 

356. All the forms necessary for obtaining the various certificates 

should be standardised and printed, and made freely available to the 
assessees on request. (Para. 9.20) 

357. All complaints of inconvenience in the tax offices should be 
quickly remedied. Adequate and proper amenities, such as waiting 
rooms, furniture, reading material, cool drinking water, canteens, public 
te’ephones, sanitary arrangements, parking space, etc. for the assessees 
and their representatives should be provided in all tax offices. 

(Para. 9.22) 


Information and guidance to the assessees 

358. Greater attention should be paid to organised departmental publi- 

city, and more tax literature in the form of pamphlets, booklets etc. 
dealing with the various branches of taxation should be issued. Detail- 
ed explanatory notes about the various forms of returns should also be 
made freely available to the public. The Department should also publish 
a Tax Journal. (Para. 9.24) 

359. The various notifications and circulars issued by the Central 

Board of Revenue having a bearing on the application of the taxation 
laws and affecting the assessees’ interests, directly or indirectly, shbuld 
be made known to the public. (Para. 9.26) 

360. The modem media of communication with the public such as 
radio, motion pictures and other visual aids, should be regarded as essen- 
tial in the programme of developing public relations. (Para. 9.27) 


361. In places other than those where Public Relations Officers func- 
tion, Enquiry Counters, should be responsible for assisting the assessees 
in filling up various return forms, explaining their difficulties and doubts, 
answering their various queries and guiding them in all possible ways. 

(Para. 9.28) 

362. Facilities provided by the chambers of commerce etc. to educate 

their members about the tax matters should be further enlarged and the 
Department should usefully establish some liaison arrangements with 
them for this purpose. (Para. 9.30) 

363. It will facilitate the administration of the tax laws and avoid 

undue inconvenience to the assessees if the Central Board of Revenue 
or the Commissioner gives opinion on the points referred by the assessees, 
provided that all the facts relevant to the points at issue are made avail- 
able and the relevant points are not pending for decision before any 
appellate authority, , (Para. 9.31) 
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Redress of grievances 

364 All the gazetted officers of the Department, in particular, 
Inspecting Assistant Commissioners and the Commissioners, should 
tSIfr doofs open for any member of the public to walk in and voice his 
grievances. These officers should, for the sake of convenience, 
certain fixed hours everyday for the public to me^ them. Compla^ 
and suggestion boxes should be provided in all tax offices including th^ 
of the Assistant Commissioners, Commissioners and Appellate Tribal 
Benches. 

Public Relations Officers 

365 The Public Relations Officers can prove very useful and helpM 
in promoting better relations between the Department and the public 
There should be a whole-time Public Reladions Officer in the ^aige of 
each Commissioner of Income-tax. The Public Relations Officers m 
important places like Bombay and Calcutta should be of the rank ^ 
Assistant Commissioners, and those in other places should be at least 
senior Class I Grade I officers, 

366. One of the Members of the Central Board of Revenue should 
in specific charge of ‘public relations’. (Para. 9MJ9 


Direct Taxes Advisory Committees 

367. A Direct Taxes Central Advisory Committee should be set up for 
the Headquarters organisation under the Chairmanship of the 
Minister for Revenue* and Civil Expenditure. In addition, similar Coib- 
mittees should be constituted separately for the various regional org^isa- 
tions under the Chairman-ship of the Commissioner concerned. Th^ese 
Committees should fully represent the important interests and view 
points and consist of Members of Parliament, representatives of Central 
and/or State Governments, commerce, industry and other organisatuMi 
and professional tax experts. They should advise the Administration on 
measures for developing and encouraging mutual understanding and 
co-operation between the tax-payers and the Department. 

(Paras. 9.44 to 9.46) 

(Sd.) MAHAVIR TYAGI-^h airman. 

(Sd.) RAJENDRA PRATAP SINHA— Membiar. 

(Sd ) B- M. GUPTE— Member. 

*(Sd.) G. P. KAPADIA—Member. 

(Sd.) K. S. SUNDARA RAJAN— Member. 


(Sd.) F. H. VAIXIBHOY, 


Secretary. 
New Delhi, 

Dated the 25th November, 1959. 


•Summary signed subject to my separate memorandum given separately. 

Note : S tri G. P Kapadia has recorded a separate memmorandum of dissent, commeiiW 
tnd recommendations. 

Shri K. S. Sundara Rajan has dissented from the recommendations at Serial Noa. 
102 and 336. He has also abstained from expressing his opinion on the rccowi- 
mcnOations at Serial Nos. 253 to 259. 
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APPENDIX I 


Correspondence between the Chairman and the Finance Minister regard- 
ing the terms oj reference 

D.O. No. DTAEC-58/Ch/2 


Direct Taxes Administration, 
Enquiry Committee, 
Ministry of Finance, 
(Department of Revenue), 
Central Revenues Building, 
New Delhi, 7th October 1958. 

My dear Morarji Bhai, 

Direct Taxes Administration Enquiry Committee— Terms of reference to 

— Clarification re: 


The Direct Taxes Administration Enquiry Committee was appointed 
with the following terms of reference: 

“To advise Government on the administrative organisation and pro- 
cedures necessary for implementing the integrated scheme 
of direct taxation with due regard to the need for eliminat- 
ing tax evasion and avoiding inconvenience to the assessees.” 

2. One of the very first question that came up for consideration in the 
preliminary discussions the Committee had with the Chambers of Com- 
merce and Departmental Officers was whether it would be competent for 
the Committee to suggest changes in the substantive provisions of the 
Direct Taxation Statutes. It appears to the Committee that the terms of 
reference do allow such recommendations to be made, because without 
such changes, the administrative organisation and procedures necessary 
for implementing the integrated scheme of Direct Taxation cannot be 
achieved. The Committee would like to be assured that their interpreta- 
tion is correct 

3. There are certain other changes which have been suggested which 

affect the charging provisions of the existing statutes. Such changes may 
not have a direct bearing on the administrative organisation or proce- 
dure, but are, in the opinion of the Committee, essential if tax evasion is 
to be eliminated or inconvenience to assessees is to be avoided. The Com- 
mittee feel that even if the terms of reference do not strictly cover such 
recommendations, the usefulness of their report will be considerably re- 
duced if they are precluded from making recommendations of this 
nature. The Committee would be glad to know whether in the opinion of 
the Government the terms of reference are wide enough to cover such 
recommendations. If the Government feel that they are not, it might 
kindly be indicated whether the Government would be willing to enlarge 
the scope of the terms of reference to permit such recommendations to be 
made. i I 


310 


4. As the Government are aware, the Committee have issued their 
Questionnaire and the worjc is in full stride. An early clarification of the 

E oints raised in the preceding paragraphs would, therefore, be welcomed 
y the Committee. 

Yours sincerely, 

Sd, Mahavir Tyagi, 
(Chairman) . 

Shri Morarji Desai, 

Finance Minister, 


New Deijhi, 


No. 1447-FM/58 
FINANCE MINISTER, 
INDIA. 


My dear Tyagi, 


New Delhi, 
19th October 1958. 


D,T. AS. Committee — Terms of reference to — Clarification of. 


Will you kindly refer to your D.O. No. DTAEC/CH/2, dated the 7th 
October 1958? 


2. With reference to para 2 of your letter I agree that the terms of refe- 
rence do permit the Committee to suggest changes in the substantive pro- 
visions of the Direct Taxation Statutes so far as they relate to the 
administration, organisation and machinery necessary for implementing 
the scheme of direct taxes. As regards other provisions, I suggest you 
confine yourselves to such matters only as have a bearing on the prob- 
lems of tax evasion and of harassment. A wider scope will make the 
task of the Committee too unwieldy because I think as it is, the Committee 
has a difficult task before it. 

Yours sincerely, 

Sd. Morarji Desai. 

Shri Mahavir Tyagi, 

Chairman, I i 

Direct Taxes Administration Enquiry Committee, 

Central Revenues Building, « 

New Delhi. 
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Note, 

merce Trad^<;.iSntfnn=^r?/ !l inviting Chambers of Com- 

draw up a comprehifsive questimlnai^^ enabling the Committee to 

A. PUBLIC 

I. Chambers and other Organisations 


S. No. 


Name 


Address 


ANDHRA PRADliSH 

' 'Me^chStssoS^^ S=ea,]iPatada O.,„.ao,„i. Hycle,a- 

2. Chamber of Commerce tSc Industry. P.B. No. 98. Vijayawada-i. 

3. Tenali Wholesale Kirana Mer- Tenali, Guntur District 

chant.s Association. 

ASSAM 

4. DarrangChamberofCommcrcc. rezpur. 

5. Indian Tea Planters’ Association. P.B. No. 74, Jalpaiguri. 

BIHAR 

Bihir Cumber of Gimmtrce. Judges Gmrc Road, P.B. No. 71 

_ Patna- 1. 

BOMBAY 

7. All India Imp irters’ -Association. Churchgate House, 31-32, Church- 
0 4.. Street^ Fort, Bombay-i. 

■ Sir Vithaldas Chambers, 16, AppoIIo 

fteturers of Textile Stores and Street, Bombay- 1. 

Machinery, India. 

9. The Anjar Merchants’ Association Anjar (Kutch). 

"'s! 5 ”rE,re*'s 

Bombay- 1. ^ 

1 1. Bombay Shareholders Association. Aga Khan Building, Dalai Street 

Fort, Bombay. ^ 

' ’society' Accountants’ 6 d, Forbes Street, Fon, Bombay. 
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S. No. Name 

13. Chartered Accountants’ Association 


14. The Federation of Gujarat Mills 

and Industries. 

15. The Federation of Electricity 

Undertakings of India. 

16. Gujarat Vcpari Mahamandal (Gu- 

jarat Chamber of Commerce). 

17. The Indian Merchants' Chamber . 

18. The Indian Cotton Mills Federation 

19. The Mahratta Chamber of Com- 

merce and Industry. 

20. Mineral Industry Association. 

21. The Mill Owners’ Association. 

22. Nag-Vidarbha Chamber of Com- 

merce. 

23. Panchkuva Cloth Merchants’ Asso- 

ciation. 

24. Saurashtra Chamber of Commerce. 

25. The Textile Ajlills Association. 

26. Tax Payers’ Association of India, 

Ltd. 

27. Vidarbha Chamber of Commerce. 


Address 


C/o Messrs. Raman Lai G. Shah 
& Co. C.As. 5 Bombay Mutual 
Building, Relief Road, Ahmed- 
abad. 

Ramesh Chandra Dutta Road, (Race 
Course Road) Baroda. 

Killick House, Home Street, Bombay- 

Gujarat Samachar Building, Khan- 
pur, Ahmedabad-i. 

Lalji Naranji Memorial, 76, Veer 
Nariman Road, Churchgate, Fort, 
Bombay. 

Elphinstone Buildings Veer Nariman 
Road, P.B. No. 95, Bombay. 

*Iilak Road, Poona-2. 

S. Residency Road, Nagpur-i. 

Elphinstone Building, Veer Nariman 
Road, No. 85-F, Bombay, i. 

Temple Road, Civil Station, P.Bi 
No. 33, Nagpur. 

518, Panchkuva, Ahmedabad-2. 


M.K. Gandhi Road, Lokhand Ba2ar> 
Bhavnagar. 

Subedar’s Bungalow, B. Street, 
No. 4, Dhantoli, P.B. No. 3, 
Nagpur. 

Fort Chambers ‘A’ Dean Lane,. 
Hamam Street, Fort, Bombay. 

Akola. 


DELHI 


28. Delhi Regional Council of the Mathura Road, New Delhi 
Institute of Chartered Account- 
ants of India. 


29. Federation of Indian Chambers of 

Commerce and Industry. 

30. The Institute of Chartered Ac- 

countants of India. 

31 . Punjab and Delhi Chamber of Co- 

mmerce. 


Federation House, New Delhi. 

P.B. No. 268, Mathura Road, New 
Delhi. 

Scindia House, Curzon Road, P.B. 
No. 130, New Delhi. 
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Name Address 

KEI^LA 

32. The Cochin Chamber of Commrce. P.B. No. 16, Cochin-i. 
33- The Chamber of Commerce, Trichur. Trichur. 


34. The Wholesale Merchants’ Associa- 
tion. 

MADHYA PRADESH 

35- The Berhampur Chamber of Com- 
merce. 

36. Chamber of Commerce. 

MADRAS 

37 - Tamilnadu Tobacco Merchants’ 
Association. 

38. The Virudhanagar Chamber of 

Commerce. 

MYSORE 

39. Karnatak Chamber of Commerce 

40. The Merchants’ Association 

RAJASTHAN 

41. Sri Ganganagar District Income- 

tax Practitioners’ Association. 

UTTAR PRADESH 

42. Upper India Chamber of Com- 

merce. 

WEST BENGAL 

43- The Bengal Chamber of Commerce 
and Industry. 

44. Bharat Chamber of Commerce. 

45* Calcutta Kirana (Spices) Merchants 
Association. 

46 . Indian Chamber of Commerce. 


Karunagapally. 

Berhampur City, Gan/am Dt. 
Ujjain. 

67, Ammansannathi, Madurai. 
Virudhanagar. 

Hubli. 

Bijapur. 

Sriganganagar. 

Kanpur. 

P.B. No. 280, Royal Exchange, 
Calcutta. 

State Bank Building, Calcutta-7. 

29, Armenian Street, Calcutta-i. 


India Exchange Place, Calcutta-i. 
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11 . INDIVIDUALS 


S. No. 


Name 


Address 


ANDHRA PRADESH 


47 - Sfiri Sim hapuri Vanijya Mindali. 
BOMBAY 

48. Messrs. G. G. G^okslii & Go. 

49 . ShriDadubhaiM. Amin, M.L.G. 

50. M essrs. Dalai Desaidc Kumana. 

51. K ban Bahadur Shri J. B. Vachha . 

52. Shri L. R. M.'hta . 

53. Shri M. G. Shiraa . 

54 Shri N. H. Pandia 

55. Shri P. L. Asher 
56, Shri P. V. Karep 

57 . Dr. (.Miss, P. P. Dalai 

58. Shri R. K. Dalai 

59. Shri R. Varadachari . 

6 0. M/s. Raman Lai G. Shah & Go. 

61. Shri S. N. Khanna 


’Stone House Pet, Nellore. 


Ghartered Accountants Back Bay 
Reclamation, Bombay-i. 

Patel S aciety Ellis Bridge, .Ahme dabads 

Ghartered Accountants, Mherwan 
Building, Sir P,hirozshah Mehta 
Road, Fort, Bombay-i. 

Banoo Mansion, Curahalla Hdl, 
Bombay-26. 

Pankervilla, Gowalia Tank Road, 
Gumballa Hill, Bombay-26. 

Income-tax G msultant. Bullion 
Association Building, Sheikh 
.Memon St. Bombay-2. 

Hony. Secretary, Bombay Legal 
Aid Society, Hamam House, 
Haraam St. Fort. Bombay. 

**ANAND” Peddar Road, Borabay-23 ; 

Advocate, High Court, Angre’s Wadi, 
Bombay-4. 

ForjcttHmse, Forjett St., Bomb.ay. 

C/o M/s. Dalai and Shah Chartered 
Accountants, 49-55, Apollo St. 
Fort, Bombay. 

‘Shiv Shanti Bhawan’ Queens Road, 
Bombay- 1. 

Chartered Accountants, Bombay 
Mutual Building, Relief Road, 
Ahmedabad. 

Advocate, Supreme Court, “Thakur 
Niwas” Sir Jamshedji Tata Road, 
Churchgate, Bombay. 
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S. No. Name 


62. 

Shri Shriyans Prasad Jain 

63. 

Shri V.D. Mazumdai . 


DELHI 

64. 

Shri J.K. Dindod, ALP. 

65- 

Shri K.R.K. Mcruni 

66. 

M/s Delhi Ciloth & General Mills 
Co. Ltd. 

67. 

ShriP.L. Jaitly . . . . 

68. 

Shri P.R. C'hhabra 

69. 

Shri P. Satyanarayana Rao . 

70. 

Mjs Raj K. Tandon Sc Co. 


MADHYA PRADESH 

71- 

Shri R.G. Trivedi (for Chief Justice 
of Madhya Pradesh). 


MAD]”(,AS 

72. 

Shri A. Mohamed IJbaidulla . 

73- 

M/s Chari Sc Co. 


74. Shri C.S. Kama Rao Sahib 

75. Shri V.P, Choudary' . 

ORISSA 

76. Shri H. Mahapatra 
PUNJAB 

77- Shri Chunnilal Na3far . 


Address 


15-A, ElpJiinstonc Circle, Fort, Bom- 
bay- I. 

Rraana, 109 Queens Road, Fort, 
Bombay. 


49-R, Soiuli Avenue, New Delhi. 

Chairman, Industria] Finance Cor- 
poral ion, New Delhi. 

Bara Hindu Kao, P.K. No. 1039, 
Delhi. 

Chartered Accouniant, Ki.shnor Manzil, 
Ea.s't Park Road, New Delhi. 

K-5/29, Model Town, Delhi— 9. 

Member, Law Commission, 5 Jorbagh, 
New Delhi. 

Chartered, Accountants, Tandon House, 
23, Daryaganj, Delhi. 


Rcgisirar, High Ciourt, Madhya 
Prade.sh, Jabalpur. 


Chartered Accc'uniant, 5 Marakaj’ar 
Lebhai Street., Madras — i. 

Chartered Accountants, “Balachandra” 
P.B. N<<. 41, 3 Arantanji Road, 
Pudukottai, Madras. 

Special Counsel (Income-tax) “Ch'utdra 
Villa.';” Luz., Mylapore, Madra,s. 

Member, Income-tax Appellate Tri- 
bunal, 26 Sterling Road, Chetput, 
P.O. Madra.s 31. 


Advocate, Supreme Court. Stanlv 
Road, Cuttack 2. ^ 


Chairman, Modern Textile Mills (P) 
Ltd., Textile Manufacturers Verka, 
Amritsar.’ 


410 C.B.R. 


S. No. 


Name 


Address 


UTFAR PRADESH 
78. Shri Damodar Das 

79 • Shri Ramesh Chandra A'aarwal 
^o. Shri R. K. Das 

Sj, Shri Sital Prasad 

WEST BENGAL 

32. Shri B. Das 

83. Shri B. N. Miikcrjcc 

84. Shri C. R. Chakra vcriy 

85. Messrs. Dhanuka & Sans 

<S6. Shri M. Bh ittacharyya C >, 

87. Dr. N. C. S:n Gupta 
38. Messrs. Singhi S: C\ 


Advocate and District Gk)vemmcnt 
Counsel, Shahjahanpur. 

15/^53? Civil Lines, Kanpur. 

Member, Income-tax Appellate 
Tribunal, 23 A, Thom Hill Road, 
Allahabad. 

Kamla Tower, Kanpur. 


Khagra, P.O. Distt. Murshidabad. 

Income-tax Appellate 
Tribunal, 20/n Gurusaday }Road, 
Calcutta. 

46/A, Netaji Subhash Road. Calcutta-i 
Stock and Share brokers, 7, Lyons 
Range, Calcutta, 

Chartered Accountants, n Old Post 
Office Street, Calcutta- 1. 

P93. Manoharpukur Road, Calcutia-29 
Chartered Accountants, i-B, Old 
Post Office Street, Calcutta-i. 


B. DEPARTMENTAL 
L Dep.\rtmental Associations 


89. Andhra Inc^mie-tax Department 

Class III Officers' Association. 

90. Assam Income-tax Ministerial 

Officers’ Association, Tripura 
Unit. 

91. Bareilly Income-tax Staff . 

92. Bmgal^ Inci)m.‘-iax (Gazetted) 

Service Association, 

93. Bihar & Orissa N -gazetted staff. 

Association Sc Class IV Staff. 
Association. 

94* The Central Revenue Directorates 
Non -gazetted Officials Associa- 
tion. 

95. The Hyderabad I.T. Gazetted 

Services Asstxriation. 

96, Income-tax Inspeaors Association 

West Bengal, 


Chinoy Mansions, Buckinghampet 
P.O. Vijaywada-2, 

Tripura Unit, Agartala. 

Bareilly. 

3, Govt. Place West, Calcutta. 

Patna. 

New Delhi. 

Income-tax Office, Abid Road, Hy- 
drabad-Deccan. 

2, Justice Chandra Madhaw Road 
Calcutta-20. ^ 
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S. No. Name 


Address 


97- Income-tax Inspectors Association. 

98 . The In corr e-tax (Giizetted) Ser- 
vices Association. 

99- Indian Revenue Service (I. T.) 
Association. 

TOO. Mysore State I.T. (Gazetted; Ser- 
vices Association. 


Kanpur (U.P.; 

Delhi. 

Calcutta Branch, 3 , Govt. Place 
West, Calcutta- 1 . 

United India Buildings. Bangalore-2. 


II. Directors of Inspection 

101. Shri K. P. Sinha. 

102. Shri N. K. Saksena. 

103. Shri P. Mukherji. 

104. Shri Raj Singh. 

105. Shri S. P. Lahiri. 

III. Commissioners of Income-Tax 

106. Shri A. De. 

107. Shri A. R. H. Naik. 

108. Shri K. D. Dholakia. 

109. Shri M. E. Rahman. 

110. Shri M. Hamid Mirza. 

111 . Shri N. D. Mehrotra. 

112. Shri P. T. Ranadive. 

113. Shri R. Kothandaraman. 

114. Shri S, P. Jain. 

115. Shri S. K. Gupta. 

116. Shri S. A. L. Narayana Row. 

117. Shri T. Gopala Men on. 

118. Shri V. V. Subramanian. 

119. Shri W. K. Gharpurey. 

DEPARTMENTAL GAZETTED OFFICERS 

ANDHRA PRADESH 

Assistant Commissioners 
130. Shri F. G. Jilani. 

121. Shri R. V. Ramaswami. 

122. Shri S. M. Pattanaik. 

123. Shri V. R. Bapat. 

124. Shri S. V. Ramaswamy. 
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Income-tax Officers 

125. Shri A. V. Swaminathan, 

126. Shri A. Vaidyanathan. 

127. Shri D. Rama Rao. 

128. Shri D. S. Sarma. 

129. Shri G. Narayanarao. 

130. Shri G. Siri Srinivasarao. 

131. Shri G. V. Raman. 

132. Shri Nagabhushan Rao. 

133. Shri K, J. Reddy. 

134. Shri K. Padmanabhan. 

135. Shri Satya Narayana. 

136. Shri K. V. Raj an. 

137. Shri M. Ghulam Ghouse. 

138. Shri M. Jahgamayya. 

139. Shri M. Kabir Shah. 

140. Shri M. Mallikarjunarao. 

141. Shri M. Rustum Ali. 

142. Shri M. Satyanarayana. 

143. Shri M, Subbaraman, 

144. Shri N. Balasubaramanian. 

145. Shri N. Bhimasankaram. 

146. Shri P. Rama Rao. 

147. Shri R. Nagarajan. 

148. Shri S. Balasubramaniam. 

149. Shri S. Rajaratnam. 

150. Shri S. V. Subba Rao. 

151. Shri T, E. S. R, Lakshminarasimhan 

152. Shri V. B. Ananda Sarma. 

153. Shri V. Satyanarayana Rao. 

154. Shri Y. Ramachandra Rao. 

ASSAM 

Assistant Commissioner 

155. Shri S. C. Verma. 

Income Tax Officers 


156. Shri K. P. Ghosh, 

157. Shri a K. Dey. 
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I BIHAR & ORISSA 

Assistant Commissioners 

158. Shri G. Ghosh. 

159. Shri N. G. Das Gupta. 

160. Shri R. N. Limaye. 

161. Shri T. Bellan. 

I Income Tax Officers 

I * 162. Shri D. Ghosh. 

1 . 163. Shri D. N. Sahay. 

I 164. Shri K. Singh. 

I 165. Shri R. K. Ghosh. 

166. Shri R. N. Dave. 

167. Shri S. N. Achari. 

168. Shri S. N. Chatterjee. 

169. Shri S. R. Shukla. 

BOMBAY 

Assistant Commissioners 

170. Sliri Avtar Singh. 

171. Shri B. B. Palekar. 

172. Shri C. G. Joshi. 

173. Shri D. S. Bapat. 

174. Shri G. S. Sampath. 

175. Shri H. A. Shah. 

176. Shri H. L. Bhatia. 

177. Shri H. M. Jhala. 

178. Shri H. P. Sharma. 

179. Shri N. D. Sakhwalkar. 

180. Shri R. N. Bose. 

* 181. Shri H. D. Sinha. 

182. Shri S. H. Bhat. 

* 183. Shri T. R. Vishwanathan. 

164. Shri V. S. Narayanan. 

Income Tax Officers 

185. Shri A. B. Ramachandra Rao. 

186. Shri A. V. Kasbekar. 

187. Shri B. A. Menon. 

188. Shri B. B. Khare. 

189. Shri B. N. Galande. 

190. Shri B. R. Samant. 
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191. Shri C. O. Soares. 

192. Shri D. M. Deo. 

193. Shri G. D. Gidwani. 

194. Shri G. K. Dhule. 

195. Shri H. D. Shukla. 

196. Shri K. M. Mehta. 

197. Shri M. G. Mahalye. 

198. Shri M. M. Kurup. 

199. Shri M. N. Deshmukh. 

200. Shri M. P. Argikar. 

201. Shri M. Ramalingam. 

202. Shri M. R. Bastikar. 

203. Shri N. Anantha Raman. 

204. Shri N. A. Khan. 

205. Shri P. G. Gandhi. 

206. Shri P. J. Jacob. 

207. Shri R. K. Bhalla. 

208. Shri R. L. Butani. 

209. Shri R. P. Patel. 

210. Shri P. V. Godbole. 

211. Shri R. S. lyanger. 

212. Shri S. A. Razvi. 

213. Shri S. D. Jhala. 

214. Shri S. D. Kulkarni. 

215. Shri S. G. Raval. 

216. Shri S. H. Sadar. 

217. Shri S. H. Mirji. 

218. Shri S. Habib Ahmed. 

219. Shri S. S. Phadke. 

220. Shri V. D. Deshpande. 

221. Shri V. K. Pillai. 

222. Shri V. M. Patwardhan. 

223. Shri Y. S. Gaitonde. 

224. Shri Y. P. Sud. 

225. Shri Y. M. Pawar. 


DELHI 

Income Tax Officers 


226. Shri L. R. Vyas. 
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KERALA 

Incomf; Tax Officers 

227. Shri C. V. Natarajan. 

228. Shri E. Hariharan. 

229 Shri K. Abdul Hameed. 

230. Shri K. A. Sankara Pillai. 

231. Shri K. Venkataraman. 

MADHYA PRADESH 

Assistant Commissioners 

232. Shri G. R. Hegde. 

233. Shn O. V. Kuruvilla. 

Incomf. Tax Officers 

234. Shri B. K. Srivastava. 

235. Shri B. N. Rampal. 

236. Shri D. C. Shukla. 

237. Shri M. L. Choudhry. 

238. Shri P. D. Pradhan. 

239. Shri Prem Nath. 

240. Shri R. R. Misra. 

241. Shri S. P. Rao. 


MADRAS 

Assistant Commissioners^ 

242. Shri K. S. V. Raman. 

243. Shri V. Ramaswamy Iyer. 

Income Tax Officers 

244. Shri C. Mohammad Munshee. 

245. Shri K. Poman. 

246. Shri M. S. Krishnamachari. 

247. Shri M. U. Reddi. 

248. Shri S. Ramaswamy Iyer. 

249. Shri S. Thiruvengadam. 

MYSORE 

Assistant Commissionebs- 

250. Shri A. Ram Mohan Rao. 

251. Shri V. J. Kamik. 
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Income Tax Officei^s 

252. Shri A. G. Idiiani. 

253. Shri E. V. Rao Naidu. 

254. Shri G. Ramanathan. • 

255. Shri H. Thimmaiah. 

256. Shri M. Venkateshwarlu. 

257. Shri R. Parame.swara Iyer. 

258. Shri S. Krishn amurti. 

259. Shri U. N. N. Rao. 


PUNJAB 

Assistant Commissioners 

260. Shn C. P. Yadava. 

261. Shri Hansraj Puri. 

Income Tax Officers 

262. Shri Gulam Hassan. 

263. Shri Gian Chand Samnotra. 

264. Shri G. R. Bahinani. 

265. Shri Harbans Singh. 

266. Shri Jagjit Singh Dulat. 

267. Shri J. S. Anand. 

268. Shri R. D. Malhotra. 

269. Shri P. K. Mitra. 


UTTAR PRADESH' 
Assistant Commissioners 

270. Shri B. B. Nigam. 

271. Shri J. C. Kalra. 

272. Shri J. Sen. 

273. Shri K. E. Johnson. 

274. Shri P. C. Goyal. 

275. Shri R. D. Kaushal. 

276. Shri S. N. Roy. 


Income Tax Officers 

277. Shri K. B. Bhatnagar. 

278. Shri K. M. Chowdhry. 

279. Shri M. S. Vishwan. 

280. Shri M. M. Parshad. 

281. Shri S. N. Singh. 
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WEST BENGAL 
Income Tax Officers 

282. Shri A. C. Sen. 

283. Shri A. N. Mehrotra. 

284. Shri Bhim Sain. 

285. Shri B. K. Choudhury. 

286. Shri K. B. Nara.simham. 

287. Shri K. C. Sanyal, 

288. Shri Rajendra Mohan. 

289. Shri S. K. Banerjee. 

290. Shri S. N. Mookerjca. 

DEPARTMENTAL NON-GAZETTED OFFICEaS 
ANDHRA PRADESH 

291. Shri B. Narayana Rao. 

292. Shri G. Subrahmanyam. 

293. Shri M. V. N. Raghavindra Rao. 

294. Shri N. R. Gamji. 

295. Shri S. Ramachandra Rao. 

296. Shri V. Gopala Rao. 

297. Shri V. Hanumantha Rao. 

ASSAM 


298. Shri Haripada Das. 

299. Shri Umapada Ghosh. 

BIHAR & ORISSA 


300. Shri B. Prasad. 

301. Shri R. N. P. Sinha. 

302. Shri S. K. Mazumdar. 


BOMBAY 

303. Shri B. K. Vachhrajani. 

304. Shri B. Ramani. 

305. Shri D. C. Desai. 

306. Shri D. D. Jalgaonkar. 

307. Shri G. B. Daswani. 

308. Shri G. J. Ajwani. 

309. Shri G. S. Mahale. 

310. Shri G. Satyanarayana. 

311. Shri H. P. Gotekar. 

312. Shri I. P. Desai. 

313. Shri I. S. Vyas. 
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314. Shri J. G. Ladsaongikar. 

315. Shri K. G. Asarkar. 

316. Shri K. W. Gorhe. 

317. Shri L. V. Lekhani. 

318. Shri M. N. Desai. 

319. Shri M. N. De.shmukh. 

320. Shri M. N. Gade. 

321. Shri M. N. Shah. 

322. Shri M. P. Kulkarni. 

323. Shri M. R. Joshi. 

324. Shri M. V. Patankar. 

325. Miss Manjrekar. 

326. Shri N. K. Bam. 

327. Shri P. S. Mahadevan. 

328. Shri P. P. Samant. 

329. Shri R. P. Sipahimalani. 

330. Shri S. N. Nilangeker. 

331. Shri S. M. Davda. 

332. Shri S. Y. Patil. 

333. Shri V. B. Mehta. 

334. Shri V. B. Pandit. 

335. Shri V. M. Bhave. 

336. Shri V. R. Vishwasrao. 


DELHI 

337. Shri Lai Singh. 

338. Shri M. N. Khanna. 

KERALA 

339. Shri M. Sadananda Prabhu. 

340. Shri S. Rajagopalan. 

MADHYA PRADESH 

341. Shri B. V. Taose. 

342. Shri K. N. Toorray. 

343. Shri Prafulla Kumar. 


MADRAS 

344. Shri A. Sundran. 

345. Shri K. S. Srinivasan. 

346. Shri T. Shanmugham. 
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MYSORE 

347. Shri B. S. Krishnamurthy. 

348. Shri G. H. Padinarajaya. 

349. Shri H. Chidambar. Jois, 

350. Shri H. G. Korwar. 

351. Shri J. Amaladas. 

352. Shri K. P. Dhanwantraju. 

353. Shri M. N. Ptamakrishna Rao. 

354. Shri S. R. Rao. 

355. Shri Thomas David. 

356. Shri Y. V. Venkateswara Rao. 

PUNJAB 

357. Shri Harbans Singh. 

358. Shri Plarbans Lai Sharda. & S. P, Goyal 

359. Shri R. S. Mohan. 

360. Shri Radhey Sham. 

361. Shri Shadi La] Khanna. 

UTTAR PRADESH 

362. Shri A. H. Ansari. 

363. Shri B. S. Chauhan. 

WEST BENGAL 

364. Shri A. K. Bagchi. 

365. Shri A. K. Sen Gupta. 

366. Shri A. K. Mukerjee; 

367. Shri D. C. Dey. 

368. Shri G. K. Nag. 

369. Shri G. M. Hiranandani. 

370. Shri J. Mazumdar 

371. Shri Murari Mohan Panja. 

372. Shri P. K. Bahadur. 

373. Shri P. C. Gangopadhyay. 

374. Shri Rabi Gopal Ghosh. 

375. Shri Samir Baran Dewanjee. 

376. Shri Sobabrata Saha. 

377. Shri Sheo Narayan Tewary. 

378. Shri Sital Prasad Sen. 

379. Shri S. K. Bhattacharjee. 

380. Shri Subimal Das. 


APPENDIX III 


QUESTIONNAIRE 
PART I~~ADmNISTRATION 

1. Does the present organisational structure of the Department 
require any changes to enable it to discharge its functions efficiently 
undier all the Direct Taxes Acts? What should be the set-up of the 
Dep<u:tment? 

2. Do you consider that the present strength of the Department is 
adequate for the efficient administration of the Income-tax, Wealth-tax, 
Expenditure-tax, Gift-tax and Estate Duty Acts? What suggestions 
have you to offer in this regard? 

3. What changes, if any, do you suggest in the functions and duties 
of the Inspecting Assistant Commissioner? Are you in favour of the 
Inspecting Assistant Commissioner being the assessing officer in the 
more important cases? 

4. Do you favour the proposal that a Direct Taxes Advisory Com- 
mittee should be formed at the Centre and in each State on the lines 
obtaining in some other Central Government Departments? What 
suggestions have you to offer with regard to the composition, powers 
and functions of such Committees? 

5. Do you consider any changes necessary with regard to appearance 

of assessees by authorised representatives under Sec. 61 of the Income- 
tax Act, and under the corresponding sections* of the other Direct 
Taxes Acts? If so, please give your proposals and, in particular, state 
whether^ — i 

(i) Income-tax Practitioners should be compulsorily registered 
with the Department; and 

(ii) any restriction should be imposed on practice by persons who 
have retired or resigned from the Department. 

6. It has been suggested that a provision on the lines of Section 
18(3)** of the Income Tax Act, 1952 of the United Kingdom, be incor- 

*(i) Section 44 of the Wealth-tax Act, 

(2) Section 40 of the Exp)enditure-tax Act, 

(3) Section 83 of the Estate Duty Act, and 

(4) Section 43 of the Gift-tax Act. 

^•Section 13(3) of Income-tax Act, 1952 of the United Kingdom : — 

“An inspeaor or surveyor who— • 

(a) ^wilfully makes a false and vexatious surcharge of tax; or 

(,h) wilfully delivers, or causes to be delivered, to the General Commissioners a false 
and vexatious certificate of surcharge, or a false and vexatious certificate of objection 
to any supplementary retiun in a case of surcharge; or 

(c) knowingly or wilfully, through favour undercharges or omits to charge any person ; or 

(d) is guilty of any fraudulent, corrupt or illegal practices in the execution of his office, 

shall, for any such olfence, incur a penalty of one hundred pounds, and on convic- 
tion shall be discharged from his office.” 
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porated in all the Direct Taxes Acts. What cfcre your views in this 
regard? 

7. What measures do you suggest to eliminate any possibility of 
malpractices, both on the part of the Government servants and the 
public? 

PART II— ASSESSMENTS 

8. What improvements do you consider necessary in the existing 
provisions relating to the methcxl and procedure of assessments under 
the different Direct Taxes Acts, having special regard to the need for 
expediting disposal, reducing arrears, checking evasion of tax and 
mitigating inconvenience to the assessees? 

9. Aie there any unnecessary formalities prescribed in the law in 
regard to assessments which can be dispensed with without vitally 
affecting the assessment proceedings? If so, what are your suggestions? 

10. Have you any suggestions to offer with a view to: — 

(i) adopting a simplified form of return for assessees in the small 

income group; f 

(ii) simplifying and rationalising the forms of returns and notices; 

and j 

(iii) enabling the assessees to furnish, by way of annexures to the 

returns, relevant information which will facilitate the 
acceptance of the returns by the assessing officers and 
obviate the need of calling for evidence later on for assess- 
ment purposes? 

Wherever possible, specimen forms of returns, notices and annexures 
may please be given. * 

11. Do you feel that undue delay occurs in the course of assessment 
proceedings? If so, what, in your opinion, are the reasons for the delays 
and what remedies do you suggest to eliminate them? 

12. Are any difficulties caused on account of varying interpretations 
of the provisions of the Direct Taxes Acts by different assessing officers 
and appellate authorities? What are your suggestions for avoiding 
these difficulties and ensuring uniformity of interpretation by the 
differ emt authorities? 

13. Have 3 ^ou experienced any difficulties in respect of direct taxes 
on account of factors like currency control, exchange restrictions, 
blocked credits and the insistence on the production of account books 
of foreign transactions? What remedies do you suggest in this regard? 

14. Do you consider that it would facilitate expeditious disposal 
of, and secure uniformity in, assessments if cases are generally assigned 
to Income-tax Officers on the basis of business, profession or vocation? 
Are you in favour of modif 3 dng this system in respect of assessees carry- 
ing on multifarious business activities by assigning the whole group of 
related cases to the same Income-tax Officer? 

15. What are your suggestions with regard to the modes and methods 
of work of the Income-tax Officers and their staff? Do you consider 
that the system of examination of accounts by the Income-tax Officer 
is preferable to examination by a separate Examiner of Accounts? 

16. Do you advocate compulsory audit by Chartered Accountants 
in cases of business income or assets of value above a certain limit? If 
so, 

(i) what should be the limit; and 
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18 . What suggestions have you to offer for simnlifvincr fr,o 
methods of calculation of the various direct taxes? 


present 


IJ. Have you experienced any difficulties with regard to the warldncr 
^ the provisions relating to the allowances of depreciation and develr^rf 
ment rebate under the Income-tax Act? If ^ develop- 

you to offer for removing them*^ ' ^ have 

+ you experienced any administrative difficulties wi+h reMrd 

to the assessments of Mutual Associations? If so please piVe vmir 
suggestions in this matter. Ptease give your 

22. It has been represented that considerable hardship is emsed in 
as^sessees by the invoking of the proviso to Section 13 of the Incc^tax 
Act m a large number of cases. Wliat sueuestions It>vo .vA., + ^ • 

th.., matter havtog special regard to the nSissHt of mlinSi “gfmDS 

dS“e ,L“culArcXria“toTfe |",mT ’ “ •*’*" ' 

[wriicuiar criteria to be laid down ior testing the corrfV'tnAcc m 
the result shown in the books of accounts? 

A consider that the scoiie of Section 18 of fh#:^ f 

Act relating to deduction of tax at .source should bo 

include classes of income or persons not at present covered hv^th m 

wSilthSx ^“‘^tion of tax at source be extended usefully to ^ 

24. Have you any suggestions to make with regard to the sehemo nf 
advance payment of tax under Section 18A of the Income-tax A^ Hn 
of^dd 'T.'IL proposal that it should be made obligatory onihe p£i 
of old asse^sees to pay their advance taxes without the Denar+rnAnf 

ArfT wu under Section 18A of the Income-tax 

I P?* of rebate provided in sSn 18 

well?*" extended to other^ Direct Taxi Acts Is 

25. Do you favour the proposal to do away with the publication of 

should fiwi approve of the suggestion that the following statements 

^"t^^Penditure account for each source of incme' 
other than business, profession or vocation: and 
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(ii) separate sworn affidavits vouching for the correctness of 
particulars and statements furnished? 

28. Do you consider that assessees having incomes above a specified 
limit, but not assessable to Wealth-tax, should be required to furnish 
statements of total wealth once in three years? 

29. What are your views on the proposal that simultaneously with the 
filing of the return of income, wealth, expenditure, estate or gift, as the 
case may be, eveiw assessed should be required to pay the amount of 
tax due thereon? 

30. Do you recommend that asse.ssing officers should, as far as pos- 
sible, obtain the necessary information from the assessees by corres- 
pondence or questionnaire so as to minimise the inconvenience caused 
to them by frequent attendance in the tax offices?* 

31. Have you experienced any difficulties with regard to the require- 
ments made by assessing officers under Sections 22(4) and 23(2) of tne 
Incomtstax Act, and under the corresponding provisions^'- of the other 
Direct Taxes Acts? If so, wliat suggestions have you to offer to resolve 
them? In particular, -do you desire that these notices should be dis- 
pensed with in the case of small assessees? 

32. What suggestions have you to offer with regard to assessments in 
the small income group? Do you think it feasible and advisable to have 
in such cases on the spot assessments? 

33. Do you consider that in the small income cases agreed assess- 
ments should be made under which ad hoc lump-sums would be paid 
by assessees wdthout the formality of a regulai* assessment order and 
without the right of appeal? 

34. What are the administrative difficulties you hav^e experienced in 
the operation of Section 23A of the Income-tax Act? What measures 
do you suggest for removing them? 

35. What are the administrative difficulties you have experienced in 
respect of the treatment of speculation losses and hedging transactions 
under the Income-tax Act? What suggestions have you to offer to 
resolve the same? 

36. Do you suggest any changes in the existing provisions of the 
Income-tax Act relating to the registration of firms and renewals thereof? 

37. Do you approve of the suggestion that Inspecting Assistant Com- 
missioners should be statutorily required to give a hearing to assessees 
before approving Income-tax Officers’ proposals under Section 28(6) of the 
Income-tax Act, and under the corresponding provisions'^* of the other 
Direct Taxes Acts? 


*(i) Sections 16(2) and 16(4) of the Wealth-tax Act. 

(2) Sections 15(2) and 15(4) of the Expenditure -tax Act , and 

(3) Sections 15(2) and 15(4) of the Gift-tax Act. 

*'*'1) section 18(4) of the Wealth, tax Act. 

(2) Section 17(4) of the Expenditure-tax Act, and 

(3) Section 17(4) of the Gift-tax Act. 
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38. It has been represented that delays occur in furnishing copies of 
assessment orders to assessees. Should there be a statutory provision in 
all the Direct Taxes Acts requiring the assessing officer to send a co»y of 
the assessment order along with the notice of demand? 

39. Have you experienced any difficulty with regard to the re-opening 
of assessments under Section 34 of the Income-tax Act? If so, please 

suggestions, having regard to the need for effectively checking 
deliberate attempts at concealment of income. 


40. Do the provisions of the Income-tax Act relating to the taxability 
01 non-residents through their business connections in India affect 
adversel 3 r t! e interests of persons engaged in foreign trade? If so what 
rnediheations would you suggest in the provisions of Sections 42 and 43 
01 the Income-tax Act? 


41. Do the present provisions of Section 64 of the Income-tax Act 
relating to the place of assessment cause any difficulties^ If so have 
you any suggestions for removing them'* 


PART III— REFUNDS 


42. What impiovements do you suggest in the present procedure 
relating m refunhl cases, having regard to the necessity for eliminating 
aelays in disposal and avoiding inconvenience to the assessees? 

43. Do you advocate Uk' grant cf intere.st at a prescribed rate on 
refunds delayed beyond a specified period? 

experience any difficulties in the encashment of refund 
orders.' It so, what suggestions have you to offer to remove them? 

45. It has been suggested tliat the rates of income-tax in the case of 
limited companies should be reduced, and, simultaneously, the present 
practice of granting refund of tax de(,mi<>d lo have been' paid by fhe 
s.iareholder on the dividends .should be done away with. What are 
your views on this propo.sal? What are your suggestions for simplifying 
the pre.sent form of dividend warrant certificate and the method' of 
grossing up of dividend;.,:? 


sugge.stions have you to offer for eliminating delays and 
difficulties in .finali.sing the claim.s of Double Income-tax Relief and in 
implemeiff ing provisions, of the Double Income-tax Avoidance Agree- 
inents. Do you tlnnk that the time limit for filing the claim for Double 
Incemi'-lax Relief under the existing provisions needs any extension’ 
Haau' vou any sugge.stions to offer with regard to the Double Taxation 
Avoidance Agreements concluded under Section 30 of the Estate Dutv 
Act ? 


PART IV— APPEARS 

47. What suggestions have you to offer in respect of the 
appellate machinery, having special regard to: — 

(i) avoiding delays; 

(ii) redressing the grievances of assessees adequately; a nd 
fiii) modifying the existing appellate stages? 
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48. Do you suggest any modifications in the present composition, 
powers and functioning of the Income-tax Appellate Tribunal? Should 
the Tribunal be vested with the powers of enhancement in the same 
manner as the Appellate* Assistant Commissioners have at present? 

49. It has been suggested that the Appellate Assistant Commissioners 
should be placed under the administrative control of the Ministry of 
Law. What are your views on this proposal? 

50. It has been suggested that there should be Panels of Advisers 
drawn from the public to assist the appellate authorities in the disposal 
of appeals in specified cases. If you favour the above proposal, please 
give your views regarding the composition and powers of such panels. 

51. Do you approve of the proposal to make orders passed under 
Section 35 of the Income-tax Act, and under the corresponding sections* 
of the other Direct Taxes Acts, appealable to the Appellate Assistant 
Commission^’? Have you any suggestions to offer with regard to such 
extension of appeal rights of assessees in respect of any other orders or 
directions of the assessing officers? 

52. Do you consider that the right of appeal should be restricted in 
cases where a person has not filed his return or has failed to comply with 
the statutory notices? 

53. What suggestions have you to offer on the proposal that -no appeal 
should lie to the Appellate Tribunal against the order of the Appellate 
Assistant Commissioner in respect of cases with income below Rs. 15,000 
or those in which 'the disputed income is less than Rs, 5,000? Do you 
think that this principle should be extended to the other Direct Taxes 
Acts? 

54. In order to obviate multiplicity of appeal proceedings, do you agree 
that the first appeal in respect of matters such as registration of firms, 
partitioning of Hindu Undivided Families, discontinuance of business, 
status and residence should lie directly to the Appellate Tribunal? 

55. What are your views with regard to the adducing of evidence 
before the assessing and appellate authorities? Do you agree that no 
opportunity should be given to adduce evidence at the appellate stage 
to those assessees who have failed to produce the same without sufficient 
cause at the assessment stage? 

56. Do you consider it feasible that a time limit should be fixed for 
the hearing and disposal of appeals both before the Appellate Assistant 
Commissioners and the Appellate Tribunal? If so, what should be such 
time limit and what provisions should be made in respect of cases which 
are not disposed of within the time limit? 

57. It has been represented that considerable hardship is caused to 
assessees on account of tax demands which are in dispute pending appeal 


*(i) Section 35 of the Wealth-tax Act, 

(2) Section 31 of the Expenditure- tax Act, 

(3) Sectoin 62 of the Estate Duty Act, and 

(4) Section 34 of the Gift-tax Act. 

410 C.B.R. 
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decisions. Are' you in favour of time being allowed statutorily for 
payment of tax in all cases of disputed assessments? If so, what safe- 
guards would you suggest to ensure that frivolous appeals are not 
filed with a view to merely obtaining time for payment of tax and that 
the assets are not alienated in the meantime? 

58. Are there any undue delays in the grant of the refunds arising out 
of appellate orders? Would you advocate payment of interest at a 
prescribed rate if the issue of the refund order is delayed by the Depart- 
ment beyond a spcified time limit? 

59. Do you approve that the Department should be empowered to 
withlmld refunds of taxes consequent to decisions of Appellate Assis- 
tant Commissioners and the Appellate Tribunal under provisions ana- 
logous to Section 66(7) of the Income-tax Act? If so, what suggestions 
have you to offer in this matter? 

60. It has been represented that costs should be awarded to the 
successful party in appeal proceedings as obtaining in Civil Courts What 
suggestions have you to offer in this regard? Do you consider that this 
procedure should be restricted only to the appeals' before the Tribunal? 

61. Do you suggest any changes in respect of the present provisions 
regarding the Commissioners’ powers of revision? In Particular do you 
suggest that a hearing should be given by the Commissioner before 
passing final orders in all cases falling under Section 33A(2) of the 
Income-tax Act, and under the corresponding sections’” of the other 
Direct Taxes Acts? 


PART V— COLLECTION AND RECOVERY OF TAXES 

62. Do you consider the present provisions and machinery for the 
recovery of direct taxes to be adequate? If not, what suggestions have 
you to offer? 

It has been represented that recovery of demands resulting from 
arbitrarily heavy assessments causes considerable hardship to the 
assessees concerned. What measures do you suggest for removing the 

64. Do you favour the proposal to grant *a rebate to assessees with a 
view to encouraging the prompt payment of taxes? 

65. Should interest at a prescribed rate be levied for any delay in or 

time allowed for, payment of tax after the due date? ’ 


66. Do you consider that 'tax demands should get priority for payment 
over all other unsecured debts, the priority being effective from the first 

day ot the relevant assessment year irrespective of the actual date of 
assessment and demand? 


regarding the proposal that directors of all 
limit^ companies as well as shareholders of private limited comnanies 

and severally liable for taxes due from companies 
even after their going into liquidation or otherwise being wound up? 


■”(!) Section 25(1) of the Wealth-tax Act, 

(2) Section 23(1) of the Expenditure-tax Act, and 

(3) Section 24(1) of the Gift-tax Act. 
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68. Do you fiavour the proposal that 
partner of a registered firm should be 
as such or from other partners? 


recovery of unrealised tax of any 
statutorily effected from the firm 


69. Do you favour the modification of the present provisions for 
recovery of mcome-tax with a view to enabling the Department to 

by sale of assets, income from 
which IS ag^egat^ under Section 16(3) of the Income-tax Act? Do you 
Tax^s similar modifications are necessary in the other Direct 


'• -I think it will be conducive to expeditious collection of tax, 

' j peyemment were to give periodically wide publicity to the names of 
^ defaulting tax payers? 

I 71. Do you experience any difficulty in the payment of tax into the 

Government Treasuries? If so, what suggestions have you to offer to 
remove them? Are you in favour of the Department opening cash 
counters in Income-tax Offices for collecting the tax dues particularly of 
small amounts? ’ 


u Ibe suggestion that the assessing officers 

should be divested of their responsibility for collection of taxes which 
work should be entrusted to wholetime recovery officers? 

73. Do you approve of the suggestion that the direct taxes should be 
r^overed under a self-contained Central Revenue Recovery Code instead 
of under the varying systems of State. Revenue Recovery L/aws, Muni- 
cipal Acts and the Code of Civil Procedure? 

I Part VI— TAX EVASION 

I 

74. What, in your opinion, is the extent of evasion of direct taxes in 
this country? What are the contributory causes for the same, and what 
measures do you suggest to eliminate evasion in cases of: — 


(i) small income group; 

(ii) middle income group; and* 

(iii) large income group? 

75. Do you consider that the Department is adequately equipped for 
* necking tax evasion? What suggestions have you to offer for improving 

the organisation and procedures of the Department? 

76. mat are your views on the proposal that a Board of Specialists 
Should l3e constituted to assist in checking evasion? What should be the 
composition and powers of such a body? 


77. Do you consider that the powers of search and seizure as provided 
for under Section 37 of the Income-tax Act are adequate for checking 
tax evasion? Have you experienced any difficulties in the working of 
these provisions? What modifications do you suggest? 


T favour of having an organisation like the Income-tax 

investigation Commission as a permanent feature of the direct taxes 

cases of substantial concealment of income 
wealth, expenditure, gift or estate? If so, what should be the composi: 
lion, powers and functions of such an organisation? 
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79. What measures would you suggest for settlement of cases of tax 
evaders who come forward with voluntary or quasi-voluntary dis- 
closures? Do you consider whether: — 

(i) a scheme for accepting voluntary disclosures of concealed 

income, etc. should be incorporated in the statute; or in the 
alternative, 

(ii) such cases of disclosures be considered for settlement on 

merits? 

In either case, please state whether the disclosure should be settled by 
the departmental authorities or by an independent high-powered board. 

80. What are your views with regard to the following suggestions: — 

(i) that, in special circumstances or where manipulation of 

accounts is suspected, Income-tax Officers should be 
empowered to check current account books during the 
accounting year itself; 

(ii) that, in specified categories of cases, assessees should be 

required to ,write their accounts in books previously stamped 
and signed by the officials of the Department and the books 
should be made available to them, when required, for inspec- 
tion during the accounting year itself; 

(iii) that assessees should be required statutorily to close the books 

of account within a specified period from the end of the 
accounting period, and to produce them immediately there- 
after before the officials of the Department for being signed 
and stamped; and 

(iv) that assessees having business income or turnover above a 

certain limit should be statutorily required to maintain 
closed and adjusted accounts on the mercantile basis? 

81. Do you think that there should be a statutory obligation requiring 
the furnishing of the following information to the Department: — 

(i) numes and addresses of persons making deposits of all des- 
criptions, above a particular limit, by banks and shroffs; and 

(ii) names and addresses of all persons taking life or general insu- 
rance policies above a specified limit, by the Life Insurance 
Corporation and insurance companies? 

82. Do you consider that the issue of cash memos giving the names 
and addresses of the purchasers should be made statutorily compulsory 
for transactions above a specified amount? If »so, what suggestions have 
you to offer in the matter? 

83. Do you approve that there should be a statutory provision 
requiring that payments above a specified amount (say, Rs. 10,000) 
should be made only by crossed cheques? If so, how can attempts to get 
over this provision by barter transactions or splitting up of the amounts 
in question be checked? 

84. Do you favour the proposal that disbursing authorities should 
deduct, by way of tax at source, a percentage of payments made to corn- 
tractors, and that they should also insist on production of tax clearance 
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certificates before making final adjustments of accounts? What sugges- 
tions have you to offer in this regard? 

85. Do you approve of the suggestion that there should be no registra- 
tion of transfer of a property above a specified value without the produc- 
tion of a tax clearance certificate from the Income-tax Officer? 

86. It has been suggested that government contracts, licences, etc. 
should not be granted to those who evade taxes or are in default. What 
are your views in this matter? 

87. What suggestions have you to offer with regard to the proposal 
of making benami transactions illegal? Should not the system of hold- 
ing shares on blank transfers for indefinitely long period be done away 
with? 

88. Do you consider that the maximum quantum of penalty leviaole 
under Section 28 of the Income-tax Act, and under the corresponding / 
provisions* of the other Direct Texes Acts, should be increased to three 
times the tax sought to be evaded? 

89. With regard to the levy of penalties, do you favour the proposals 
that: — 

(i) the burden of proof should be statutorily fixed on the assessees; 

and 

(ii) a time limit should be prescribed for completion of penalty 

proceedings? 

90. Do you consider that the penal provisions of Sections 51 and 52 of 
the Income-tax Act, and of the corresponding provisions**^ of the other 
Direct Taxes Acts, should be tightened up? Do you agree that deli- 
berate concealment of income, wealth, expenditure, gift or estate should 
be made a criminal offence punishable with imprisonment of a deterrent 

.nature? 


91. Do you consider that abetment in the submission of incorrect 
return of income, wealth, expenditure, gift or estate should be made an 
offence punishable with a specified fine as in Section 48(2)t of Income 
Tax Act, 1952 of the United Kingdom? 


*(i) Section i8 of the Wealth-tax Act, 

(2) Section 17 of the Expenditure-tax Act, 

(3) Section 56 of the Estate Duty Act, and 

(4) Section. 17 of the Gift- tax Act. , 

**(i) Section 36 of the Wealth-tax Act, 

(2) Section 32 of the Expenditure-tax Act, and 

(3) Section 35 of the Gift-tax Act. 

f Section 48(2) of the Income Tax Act, 1952 of the United Kingdom. 

“A pefson who knowingly and wilfully aids, abets, assists, incites or induces another 
person to make or deliver a false or fraudulent account^ statement, or declaration, 
of or concerning any profits or gains chargeable, or the yearly rent or value of any 
lands, tenements, hereditaments or heritages, or any matters affecting any such rent 
or value, shall for every such offence forfeit the sum of five laundered pounds.” 
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. 7°*^ consider that the following measures will assist in reduc- 

ing the extent of evasion: — 

(i) m^ifymg the present provisions of Section 54 of the Income- 
. ri,’ “a of the corresponding sections* of the other 
Uirect Taxes Acts, so as to enlarge the scope of disclosure of 
information by the Department; and 

(n) publication of names of persons who are penalised for conceol- 
ment ot income, wealth, expenditure, gift or estate? 

If you agree with these respective suggestions, please indicate the extent 
to which such further disclosure may be permitted and the cateeories 
of persons in respect of whom such a publication may be made. ^ 

co-operation between the Income-tax Department 
f Customs and Central Excise Departments etc be 

secured with a view to catching tax evaders? ’ 

94. It has been suggested that an automatic reporting system should 
be introduced under which all capital transactions above a ^ecTed 

hfh '"A" “'i" ^'SSignmem oFcode nuSif rS 

tered With the Department. Do you think that such a system wid be 

fn“Avmfence to' 

I so, in what manner should public co-operation be availed of? 

loopholes in the existing taxation laws which facili 

PART VII-PUBLIC RELATIONS 

98. Have you any suggestions to offer for improving the re]atinn<r 
between the public and the Department and ensSI mLh^um T 

"i; “■“t “><! instiuton 3 Pubte 

Relation Officers has proved useful? In what manner can their funrtions 
be improved and enlarged? lunctions 

99. Do you consider that the steps taken by the Department in makin<^ 
the public aware of their rights and obligations in r^ To ax maSi 

W suggestions to offer for improvinfpTlicity 

by the Department and the publication and distribution of tax literSurS 

100. What measures are necessary for ensuring that assesseec nr +v>oir- 

re?fSs?“"“ forT„du?y l™g 


*(i) Section 42 of the Wealth-tax Act, 

(2) Section 38 of the Expenditure-tax Act, 

(3) Section 80 of the Estate Duty Act, and 

(4) Section 41 of the Gift-tax Act. 
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101. It has been represented that considerable hardship is caused to the 
public in obtaining tax clearance - and verification certificates. What 
suggestions have you to offer in this regard? 

102. Do you think that the facilities and amenities available in the 
tax offices for the public are adequate? If not, what suggestions have you 
to offer in this regard? 

PART VIII— INTEGRATED TAX STRUCTURE 

103. Do you consider the present structure of direct taxation to be 
completely integrated? If not, what changes do you suggest to make it 
more effective in checking tax evasion and, at the same time, minimising 
the hardship that may be caused to taxpayers? 

104. Is it desirable to have an integrated tax code for all the direct 
taxes even though every income-tax payer may not be liable to pay 
wealth-tax, expendittire-tax or gift-tax? Do you think tl at such an 
integrated tax code will do away with duplication of work and facilitate 
direct tax proceedings? 

105. With a view to achieving the basic purpose of the integrated 
system of taxation and having regard to the need for specialisation in 
assessments as well as avoiding inconvenience to assessees, which of 
the following alternatives would you prefer, viz.^ 

(i) the same assessing officer dealing simultaneously with all the 
assessments of a person under the various Direct Taxes Acts 
except under the Estate Duty Act, or 

(ii) separate assessing officers for income-tax, wealth-tax, expendi- 
ture-tax and gift-tax cases as obtaining at present with regard 
to estate duty? 

106. What is your reaction to the suggestion that provision should be 
made in the Wealth-tax, Expenditure-tax and Gift-tax Acts for advance 
payments of tax and provisional assessments, as in the Income-tax Act? 

107. Do you approve of the proposal that, as in the United Kingdom, 
there should be a Central Valuation Department attached to the office of 
the Central Board of Revenue with branch offices in different States for 
valuing immovable properties, shares, managing agency rights, etc. ^for 
the purposes of assessments under the Income-tax, Estate Duty, Wealth- 
tax and Gift-tax Acts? Have you any suggestions to offer in respect of 
the existing provisions for appointment of valuers? 

108. What suggestions have you to offer with regard to the provisions 
relating to the procedures under, and the actual working of, the Wealth- 
tax Act? Have you experienced any difficulties in respect of the inclusion 
and valuation of the different assets in the computation of net wealth? 
If so, please enumerate them and give your views in the matter. 

109. What are your views in respect of the procedures obtaining under 
the Expenditure-tax Act? Do you suggest any changes in the expendi- 
ture-tax return form having regard to the need for getting full particulars 
of exempted categories of expenditure, for checking evasion and for 
eliminating the inconvenience caused to assessees by calling for informa- 
tion piece-meal? What suggestions have you to offer in this regard? 


338 


110. Have you experienced any difficulties in respect of the assess- 
ment, appeal and recovery procedures under the Estate Duty Act? If so, 
please give your suggestions having special regard to the inclusion and 
valuation of the different assets. 

in. Are the existing provisions of the Gift-tax Act adequate to check 
avoidance of estate duty and other direct taxes? Do you suggest any 
modifications in the procedures obtaining under this Act? 

PART IX— GENERAL 

112. Have you any other suggestions to offer on points not covered 
by the above questions with a view to reorganising the present administra- 
tive structure of the Department and simplifying the existing procedures 
for implementing the integrated scheme of direct taxation, with due 
regard to the need for eliminating tax evasion and avoiding inconvenience 
to the assessees? 

[Extract from the Note attached to the Questionaire ; — The ques- 
tionnaire should not be taken to reflect in any manner the opinion of 
the Committee in respect of matters contained therein. 

2. Except where a specific reference is made to any particular Act, it 
should be taken that the questions refer to all the Direct Taxes Acts, 
namely. Income-tax, Wealth-tax, Expenditure-tax, Gift-tax and Estate 
Duty Acts. 


SUPPLEMENTARY 

QUESTIONNAIRE 


(For the Department only) 
PART I— ADMINISTRATION 


113. What suggestions have you to offer with regard to the present 
system of recruitment and training of the gazetted and non-gazetted staff 
of the Department? 

114. Do you consider it necessary to decentralise the present set-up of 
the Department by delegating more powers to the subordinate gazetted 
and non-gazetted staff? If so, what suggestions have you to offer with 
special regard to eliminating delays in assessment and other proceedings 
and removing inconvenience to the assessees? 


115. Is it necessary, in your opinion, to have a separate cadre of 
Examiner of Accounts for scrutinising the returns and statements filed 
and for examining the books of accounts produced in the course of the 
assessment proceedings? If so, 

(i) do you favour the formation of an Examiners Branch in import- 

ant cities and towns under the supervision of a Chief 
Examiner; and 

(ii) what should be the qualifications for recruitment to, and the 

scales of pay for, this cadre? 


, 116. Do you consider any changes necessary in the present gradation 

of the gazetted and non-gazetted staff of the Department? What sugges- 
tions have you to offer with regard to the strength, scales of pay. distribu- 
tion oi work, duties and conditions of service in respect of each grade? 


117. It has been urged that the present work-load of the Department 
is abnormally heavy. Do you agree with the view? What, in your 
opinion, should be the fair work-load on each grade of the gazetted and 

' non-gazetted staff? 

118. Do you suggest any changes in the present method of evaluation 
of, and control over, the work of each grade of gazetted and non-gazetted 
staff? 

119. Have you any suggestions to offer regarding the present system 
of inspection of an Income-tax Officer’s work by the Inspecting Assistant 
Commissioner? Do you agree with the proposal that inspection should be 
conducted by a central organisation? 

120. What are your views w’ith regard to the organisation and working 
of the different Directorates and of the Central Commissioners’ charges? 

121. With a view to improving the quality of assessments in the more 
important cases, do you approve of the suggestion that certain Assistant 
Commissioners should be made assessing officers for such cases? 

122. What is your opinion regarding the working of group Assistant 
Commissioners’ charges? Do you favour an extension of this scheme to 
all city circles? 

123. Do you think that, in order to minimise evasion and avoidance of 
tax, to expedite assessments and to improve the recovery machinery, 
there is a case for conferring larger powers on the Department, and, in 
particular, on Income-tax Officers, Examiners and Inspectors? 

124. What are the contributory causes for the upward trend, noticed 
in the recent years, in the percentage of the cost of collection to the reve- 
nues realised? What views have you to offer in this regard? 

125. Are the present arrangements for the printing and supply of 
forms and stationery adequate? What measures do you suggest for ensur- 
ing their timely and adequate supply? Should the Department have its 
own printing press and stationery depots? What additional powers should 
be conferred on the Commissioners for this purpose? 

126. It has been suggested that there should be a separate Directorate 
of Statistics and Research attached to the Central Board of Revenue. 
What are your views on the subject? 

127. What suggestions have you to offer in respect of — 

,(i) maintenance and preservation of records and registers; 

(ii) compilation of statistics; and 

(iii) submission of periodical reports and returns? 

128. What are the difficulties experienced regarding conveyance etc. 
in the conduct of survey and enquiry work? Have you any suggestions 
to offer in this respect? 

129. What are your Views in the matter of transfers of the gazetted and 
non-gazetted staff, having regard to the following: — 

(i) possessing knowledge of regional languages necessary for 

scrutinising books of accounts and documents; 

(ii) minimising chances of corruption or favouritism as a result of 

continuous personal contacts; 

(iii) gaining experience in handling different types of cases; 
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-COLLECTION AND RECOVERY OF TAXES 
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PART VI— TAX EVASION 

139. With a view to having a more effective check on tax evasion^ 
what suggestions have you to offer in respect of— 

(i) organisation; 

(ii) strength and qualifications of personnel; and 

(iii) methods and plan of work. 

140. Do you favour the constitution of a Special Investigation and 
Enforcement Section in each Commissioner’s charge, manned by specially 
trained personnel for — 

(i) carrying out the work at present done by the Special Investiga- 

tion Branch, but on an extended scale; and 

(ii) effecting raids, searches, and seizures under Section 37(2) of 

the Income-tax Act? 

If so, what suggestions have you to offer in this matter? 

141. Are the existing agencies for collection, collation and dissemina- 
tion of information in respect of assessees adequate? What additional or 
alternative arrangements have you to suggest? 

142. Do you consider that assistance of municipalities, local bodies,, 
universities and sister government departments in making special surveys 
and reports on economic and trade conditions as well as in collecting other 
relevant information from them by a proper liaison will help the Depart- 
ment in effectively checking evasion? If so, how can such assistance be 
obtained? 

PART VII— PUBLIC RELATIONS 

143. What suggestions have you to offer with regard to the proposal 
to constitute a Central Board of Enquiry to inquire into and give findings 
on complaints by assessees of harassment? What should be the composi- 
tion and powers of such a Board? 

PART VIII— INTEGRATED TAX STRUCTURE 

144. What are the difficulties experienced in the actual administration! 
of the various Direct Taxes Acts, and what suggestions have 'you to offer 
to remove them? 


APPENDIX IV 


List of persons who sent replies to the questionnaires dated 30TH 
August, 1958 Issued by the Committee. 

I— STATE GOVERNMENTS : 

s. No; 


1. 

Government of Orissa. 


2. 

Go.vernment of Uttar Pradesh. 


3* 

Government ot West Bengal. 



II— PUBLIC : • 


(A) 

Chambers and Other Organisations : 


ANDHRA PRADESH : 


S. No. Name of the Organisation. 

Address. 

4- 

Tne Indian Chamber of Commerce, ^ 

P B. No. 67, Guntur. 

5- 

Andhra Pradesh - Grain & Seed Mer- 
chants’ Association, 

Pahade Niwas> Osman gunj, Hy- 
derabad. 

6, 

Administrative Staff College, 

Bella Vista., Hyderabad. 

7- 

Income-tax and Sales Tax Practitioners’ 
Association, 

Abid Road, Hyderabad. 

8. 

9. 

Jewellers’ Association, 

Madras Mica Association, . 

Anantapur. 

Gudur, Nellore. 

10 . 

The Merchants’ Association, 

Anantapur. 

II. 

The Society of Income-tax Practitioners 
(Regd), 

Vijayawada. 

12. 

1 he Penali Wholesale Kirana Mer- 
chants’ Association, 

Tenali, Guntur. 


ASSAM : 


13- 

Assam Federated Chamber of Commer-J 
ce, 

Gauhati. 

14- 

The Income-tax Bar Association, 

Income-tax Building, Gauhati. 

15- 

'Phe Upper AssamJChamber of Commer- 
ce, 

Jorhat. 
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S. No. Name of Organisation 
BIHAR 

1 6 . Bihar Chamber of Commerce, 

BOMBAY 

17. Association of Mn'chants & Mmiihic- 

turersS of Texcile Stores & M*chniery 

18. All India Radio Merchants' Association, 

19. All India Importers and Exporters Asso- 

ciation, 

20. Bombay Indusries’ Association, 

21. Bombay Shareholders' Association, 

22. Bombay Oil Seeds Sc Oil Exchange Ltd., 

23. Bombay Shroffs’ Association, . 

24. Bombay Piecegoods Merchants’ Asocia- 

tion, 

25. Bombay L'gal Yid Soeiety, 

26. Bombay Chartered Accountants’ Society, 

27. Bombay Incorporated Law Society, 

28. Cinematograph Exhibitors’ Associa- 

tion of India, 

29. Chartered Accountants’ Association, . 

30. Commerce Graduates’ Association, 

31. Federation of Electricity Undertaking 

of India, 

32. Federation of Gujarat Mills Sc Indus- 

tries, 

33. Gujarat Chamber of Commerce, 

34. Grain Oilseeds Alerchants Associa- 

tion, 

35. House Owners’ Association, - 

36. Hindustiini Merchants’ & Commission 

Agents’ Association Ltd., 

37. Indian Banks’ Association, . 

38. Indian Cotton Mills’ Federation, 

39. Indian Motion Picture Producers. 

Association, 


Address 


Judges’ Court Road, Patna. 

Sir Vithaldas Chambers, 16, 
Apollo Street, Bombay- r. 

Fateh Manzil, Opera House, 
Bombay-4. 

Chiurch Gate House, Fort, Bom- 
bay- I . 

C/o Al/s Kaniani Metals 

Alloys Ltd.s Agra Road. Bom- 
bay-37. 

Dalai Street, Fort Bombay. 
Bombay. 

233-A, Shroff Bazar,' Bombay-2. 

Mulji Jetha Market, Hall. 25O' 
Shaikh Memon Street, Bombay- 
2. 

Hamim House, Hamam Street, 
Fort, Bombay- 1. 

60, Forbes Street, Fort, Bom- 
bay-!. 

113, Mahatma Gandhi Road,- 
Bombay- 1. 

Vallabbhci Patel Road, Bomba}^- 

4. ' 

Bombay ^Mutual Buildings 
Rffief Road, Ahmedabad. 

Wadia Building, Bombay- 1. 
Bombay. 

Baroda-i. 

Khanpur, P. O Box No 162,. 
Ahmedabad- 1. 

Bombay. 

Shukarwar, Poona-2. 

342, Kalbadevi Road, Bombay. 

17, Elphinstone Circle, Fort,. 
Bombay. 

P.B No., 95 ^ Bombay- 1. 
Vallabbhai Patel Road, Bomboy- 
4 - 
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S. No. Name of the Organisation 


40. Indian National Steam Ship Owners' 
Association, 

41. Indian Merchants’ Chamber, 

42. Income-tax Practitioners’ Associ- 
ation, 

43. Mahratta Chamber of Commerce & 
Industry, 

44. Mineral Industry Association, 

45. Nag Vidhrabha Chamber of Com- 
merce, 

46. Nawanagar Chamber of Commerce, 

47. Native Stock & Share Brokers’ Aso- 
sociation, 

48. Poona Merchants’ Chamber, 

49. Rajkot Chamber of Taxation Ex- 
perts, 

50. Surat Chamber of Commerce, 

51. The Textile Mills’ Association, 

52. Taxpayers’ Association of India 
Ltd., 

53. Taxation Bureau, 

DELHI : 

54. Federation of Indian Chambers of 
Comm^rce& Industry, 

55. D^lhi Factory O wners’ Federation,. 

56. Tne Institute of Chartered Accoun- 
tants of India, 

57. Motion Pictures’ Association, 

58. The Punjab & Delhi Chamber of 
Commerce, 

KERALA : 

59. Alleppey Oil Mills & Merchants’ 
Association, 

Chamber of Commerce, * . 

61. Chamber of Commerce, 

€2. Ernakulam Chamber of Commerce, 

63. Hosdrug Taluk Merchants’ Associ- 
ation. 


Address 


Scindia House, Ballard Estate, 
Bombay. 

76, Veer Nariman Road, Church 
Gate, Bombay. 

Toll Naka, Vadaj, Ahmedabad. 

Tilak Road, Poona — 2. 

Mineral House, Nagpur — i. 

Nagpur. 

Chamber Hall, Jamnagar. 

Foft, Bornbay. 

185, Bhawani Path, Poona — 2. 

Para Ba^ar, Rajkot. 

Surat. 

P.B. No. 3, Nagpur. 

Hamam Street, Bombay. 

Noble Chambers, 3rd Floor, Fort, 
Bombay — i. 


New Delhi. 

Scindia House, Curzon Road New 
Delhi. 

Mathura Road, New Delhi. 

52/55 Mangal Market, Chandni 
Chowk, Delhi. 

Scindia House, P.B. No. ,130 New 
Delhi. 


Alleppey. 

Trichur. 

Chalai, Trivandrum. 

Ernakulam. 

Khanhangad 
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S. No. Nirm of th- Orgit^isatico 


AiADHYA— PRADESH : 

64. Madhya Pradesh Chamber of Com- 
merce & Industry, 

65. Madhya Pradesh Millowners’ Asso- 
ciation, 

66. Mahakoshal Chamber of Commerce, 
MADRAS : 

67. Auditors’ Association of Southern 
India, 

68. Coimbatore Cloth Merchants’ Aso- 
ciation, 

69. Hindus tai Chamber of Commerce, 

70. Madras Traders’ Association,. 

71. Madura Ramnad Chamber of Com- 
merce, 

72. Madras State Handloom Industry & 
Trade Association, 

73. Madras Mica Association, 

74. Madras Stock Exchange Ltd, 

75. Research Institute, 

76. Sourthern India Chamber of Com- 
merce, 

77. Society of Auditors, . . 

78. Tamil Chamber of Commerce, 

79. United Planter’s Association of Sou- 
thern India, 

80. Virudhunagar Chamber of Com- 
merce, 

MYSORE : 

81. Mysore Chamber of Commerce, 

82. Mysore State Chartered Accoun- 
tants’ Association. 

83. Mangalore Cashew Mfgr., Associ- 
ation, 

ORISSA : 

84. Berhampur Chamber of Commerce, 

85. Income-tax Bar Association, . 


Address 


Lashkar, Gwajior. 
Indore. 

Jwaharganj, Jabalpur. 


98, Sastri Road, Coimbatore. 

Coimbatore . 

168, Broadway, Madras- 1 . 

Spencers’ Building, Mount Road, Mad- 
ras. 

90-92, East Avanimoola Street, Madurai. 
65 — Armenian Street, Madras- 1. 
Gudur, Nellore. 

322/323 Linghi Chetty Street, Mad- 
ras. 

5, Mulla Sahib Lane, Madras. 

Indian Chamber Buildings, P.B. No* 
1208, Madras — i. 

292, Esplande Road, Madras. 

310/31 1 Linghi Chetty Street, P.B. 
No. 1661, Madras — i. 

P.B. No. II, Coonoor . 

Virudhunagar. 


Kembegowda Road, Bangalore-9. 

126-127, Raja Market, Avenue Road, 
Bangalore-2. 

Bangalore. 


Berhampur. 
Berhampur, Gan jam. 
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S. No. Name of the Organisation 
PUNJAB : 

86. Bhiwani Traders' Association Ltd., 

87. Textile Manufacturers’ Association, 

IWASTUAN : 

88. Chamber of C'ommercc Sc Industry,. 

89. Jaipur Chamber of Commerce & In- 
dustry, 

IJTTAR—PRADESH : 

90. Kanpur Sugar Marchants’ Associ- 
ation, 

91. Income-tax Practitioners' Associ- 
ation, 

92. Income-tax Bar Association, 

93. Lucknow Merchants’ Association, . 

94. Lucknow Iron & Hardware and 
Paint Merchants’ Association, 

95 . Merchants ’ C diambe r of U .P, 

96. Northern India Mercantile Cham- 
ber of Commerce, 

97. National Chamber of Industries and 
Ct)mmerce, 

98. Registered Kanpur Kapra Com- 
mittee, 

99. Uttar Pradesh Kardata Sangh(Regd) 
WEST BENGAL : 

100. Associated Chambers of Commerce 
of India, 

101. Bengal National Chamber of Com- 
merced Industry, 

102. Bharat Chamber of Commerce, 

103. Calcutta Stock Exchange, 

104. Calcutta Bar Liberary Club, 

105. In liai Chamber of Commerce, 

106. Income-tax Bar Association, 

(B) INDIVIDUALS : 

ANDHRA PRADESH : 

107. S.G, Dastgeir & Co. . 


Address 


Bhiwani. 

P.B. No. 79, Amritsar. 


Bharatpur. 

Johari Bazar, Jaipur Cit\'. 


5^/57? Collector Ganj, Kanpur. 
Agra. 


Varanasi. 

Aminabad, Lucknow. 

24, Sri Ram Road, Lucknow. 

5 r /5 7, Civil Lines, Kanpur. 

100, Carlton Hotel, lAicknovv^ 

G.G. Industries, Post Office, Agra. 

Kanpur. 

49/56, Nayaganj, Kanpur. 


Royal Exchange, Calcutta — i. 

Calcutta. 

State Bank Bldg., Calcutta — 7. 

7, Lyons Range, Calcutta. 

Calcutta. 

India Exchange Palace, Calcutta — i. 

3. Government Place West, Calcutta — t 


Chartered Accountants, Tilak Road,. 
Hyderabad. 
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S. No. Name of the Individual etc. 


I ic8 Shri K.B.R. Hanumantha Rao, 

109 Sliri W.S. Navani, 

I no Shri K.V. Narayana, 

L 111 Shri V. Krishna Rao, 

I 112 Prof. Kishan Chand, 

I « 

I 113 Shri K.S, Nurundappa, 

i 

I i 14 shri G.I.. Pophalc, 

I 

I 115 Shri K.N . Pliadkc<& Co., 

I n6 Shri P. Rashid Ahmed, . 

I 117 Shri Roddam Nat^abushnam Settv, 

I 

I ASSAAi : 

I 

I 118 Svs. I.C. Bothra and K.M. Sethia, . 

?*■ 

I 

I 1 19 Siiri M. Chakraborti,' . 

I 

I 20 Shri Nalini Kanta Das, 

'1 

? 

121 Shri J.M. Raina, . . . . 

i 122, Shri P.L. Shome, 

£ 

I 

j 123 Shri Sohaii Lai Sharma 

I BIHAR : 

i 124 Shri Girindia M. Misra, 

^ 125' Shri Jaglal Chandiri, . « 

126 Shri B L. Kanodia, 

»I2 7 Shri C'.B. Sastry, 

BOMBAY : 

128 Shri S.B.Athalye, 

129 Shri Ambalal Sarabhai, 

GO Shri K.J. BhappU;, 

131 Shri C.H.Bhaba, 


Address 

(dhandi Chowk, Khammameth, (Central 
Railway). 

McmbLr of the Research, Staff of the 
Adminisiraii\e Staff Colkye of India, 
Hyderabad. 

Bar-ai - Law , Ra jahmund r>'. 

Llimayatinager, Hyderabad. 

Hyderguda, Hyderabad . 

Sales 'Pax Practitioner, Gajgappet Street? 
Raichiir. 

Member, Income-tax Appellate dYi- 
bunal , Hyderabad . 

f Ismanguri j , H N'derabad . 

Kurnool. 

Income-tax y\uditor, Giilzar Street^ 
New d'own, Anantapur. 

d'axaiion (a)nsultants, A.d'. Road, 
Jorhat. 

Pro!', of (.'ommerce, J.B. College, Jor- 
har. 

P.O. Karimganj, Disti. Kachar, 
Assam . 

C d‘i icf ( ‘ommissioner, Alanipur . 

Dv. Secretary, Finance Department, 
Shillong. 

Pleader, Jallan Nagar, ILO. Dibrii- 
garh. 

Darbhanga. 

Bearing Road, Patna. 

Sasram. 

Ch'o Al/s Sastri Sc Co., 'Fax Consultants, 
New Market, Jain a. 

168-F Vincent Road, Dadar, Bom- 
bay — 14. 

P.B. No. 28, Ahmedabad. 

12 — Cross Lane, K her wadi, Bom- 

bay — 4. 

Ballard Estate, Bombay. 


410 C.B.R. 
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S. No. Name of the Individual etc. Address 


132 Shri M.P. Bilimoria, . 

133 Shri Charat Singh, 

134 Shri C.C. Chokshi, 

135 Shri R.C. Cooper, 

136 B.N. College of Comincrcc, . 

137 Shri Chunilal B. Mehta, 

138 S h ri ( >h inoob h a i ( ' . ] a ver i , 

139 Shri N. Dandekar, 

140 Shri R.K. Dalai, . 

141 Shri Dadubhai M. xArnin, 

142 Shri M.M. Dave, 

143 Svs. Dalai Desai Sc Kuinaria, 

144 Deccan Institute of (commerce, 

145 Shri I.S. Gulati, . . . 

146 M s Goiidalia Sc M indviwala, 

147 Shri D.R. Gadgil, 

148 Homi Ardeshir Bulsara, 

149 Mr. Hiralal Amritlal Shah, . 

150 Shri R.N. Jain, . 

151. M/s Kasturbhai Lalbhai, 

152 M/s Kailash A. Vakil Sc Co., . 

153 Shri Jamshedji Kanga, . 

154 Svs. Kolah&N.A. Palkhivala, 

155 Shri P.C. Malhotra, 

156 Shri L.R. Mehta, 

137 Shri T.A.iMudaliar, 

158 Shri Y.G. Mangaldas, . 


393, Lamington Road, Bombay. 

Kurla Road, Andhcri, Bombay. 

Chartered Accountant, Fort, Bom- 
bay. 

Chartered Accountant, 51, Mahatma 
Gandhi Road, Fort, Bombay. 

Poona-4. 

43, Mahatma Gandhi Road, Bom- 
bay- t. 

Fort, Bombay. 

A.C.C., Cement House, T2I, Queens 
Road, Bombay- 1. 

49-55, Apollo Street, Fort, Bom" 
bay- I . 

Patel Society, Pdlis Bridge, Alimcda- 
bad. 

Gita-2, Dawn Area, Bhavnagar. 

Sir Phirozsha Mehta Road, Fort, Bom- 
bay — J. 

594, Budhwar Petah, Ganesh Road, 
Poona. 

Reader in Economics, Baroda Uni- 
versity. 

Chartered Accountants, Hamam House, 
Hamam Street, P’bn, Bombay. 

Director, Gokhale Institute of Politics 
and Economics, Poona. 

Gokal Das Tejpal Estate, Bom- 
bay — 7. 

69, Marine Drive, 4th Floor, Block 
No. 10, Bombay- 1. 

Pleader, Itwari, Nagpur-2. 

Ahmedabad. 

Bombay 

Bombay 

Bombay. 

President, Income-tax Appellate Tri- 
bunal, Ik)mbay. 

Tankewilc, Gowalia, Tank Road, Cum- 
balla Hill, Bombay-26. 

63, Bholabhai Desai Road, Bom- 
bay. 

Sir Mangal Dass House, 303, Lamington 
Road, Bombay-4. 
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S. No. Name of ihc Individual etc. Address 


159 Shri V.D. Mazumdar, . 

160 Shri G.B. Mankad, 

161 Shri T.K. Nirchandani, 

162 M/s R. Naiiabhoy Sc Co., 

163 Shri K.L. Nayar, 

164 M/s G.M. Oka & Go., . 

165 Shri N.K. Petigara, 

166 Shri B.D. Patel, . 

167 M/s Pandia<Sc Co., 

168 Shri B.S. Pimpalkara, . 

169 Shri Rasiklal M. Shah, . 

170 Shri R isikhlal Nathalal Shah, 

171 Shri C.C. Shah, . 

172 M s K.S. Sohoney & G)., 

173 Shri H.D. Sanghvi, 

174 Svs. S.B. Shah & Others, 

175 Shri D.D. Shah, . 

176 M/s Standard Vacuum Oil Go. , 

177 Shri R.G. Saraiya, , 

178 Shri V.D, Saranghpani, 

179 Shri S.P. Jain, 

180 Shri Satyanarain Dcora, 

181 Shri M.R. Shah, . 

182 Shri B.R. Shenoy, 

183 M/s Tulsidas Kilachand, 

184 M/s Tata Industries (P) Ltd., 


‘Roxana’, 109, Queens Road, Bom- 
bay — I . 

Mirzapur, Ahmcdabad. 

‘Nandan — ^Van’, Ganeshkhind, Poona-7, 

Ballard House, 14, Mangalore Street, 
Bombay — i . 

Partner, The Bombay Fine Worsted 
Manufacturers Castle Mills, Thana. 

Chartered Accountants, 180-Budhwar 
Peth, Poona-2. 

51, Mahatma Gandhi Road, Fort 
Bombay- 1. 

Vice Chancellor, Sardar Vallabhai 
Vidyapeeth, Vallabh Vidya Nagar, 
Bombay. 

Hamam House, Hamani Street, Bom- 
bay — I. 

Nanpura, Athnagar Mohala, Surat. 

Chartered Accountant, Bombay. 

Near Doshiwadas Pole, Ahmcdabad. 

II, Lajpatrai Road, Bombay — 24. 

Chartered Accountants, 340 S. Kasaba 
Sholapur. 

Chartered Accountant, Masjid Bunder 
Road, Bombay. 

Indian Globe Chamber, 7th Floor, 
Fort Street, Bombay — i. 

8-10, Tamarind Lane, Deepak Insu- 
rance Bldg., 2nd Floor, Fort, Bom- 
bay- 1. 

P.B. No. 355, Bombay- 1. 

C/o Indian Merchants’ Chambear, 
Bombay. 

Advocate, Dhantoli, Nagpur. 

Fort, Bombay. 

Govindnagar, Malad, Bombay. 

Amravatti, Bombay. 

University School of Social Sciencca, 
Gujerat University, Ahmcdabad. 

45-47, Apollo Street, Fort, Bom- 
bay-!, 

Bombay House, Bruce Street, Fort, 
Bombay — i . 
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S. No. Name of the Individual etc. Address 


185 Shri B.L. Tholiya, 

186 Shri P.P. Vora, . . . . 

187 Shri J. B. Vachha, 

188 M/s Valkart Bros., 

189 Shri Vardachari, . , , . 

190 Shri Waniaii P. Kabadi, 

DELHI : 

1 91 Shri Ahmed Said (Nawab of Chhat- 
tari), 

192 Shri Babubhai M. Chinai, 

193 Shri H.C. Heda 

194 Dr. P.J. Thomas, 

195 Shri J.C. Chaterjee, 

196 Shri Kamalnayan Bajaj, 

197 Shri Mool Chand Jain, 

198 Smt. Manjula Devi, 

199 Shri Mriganka Mohan Sur, . 

200 Shri B.R. Mahagaonkar, 

201 Shri P.C. Barooah, 

202 Shri Rohit Dave, 

203 Shri V.C. Shukla, 

204 Shri M. Shah, (Maharaja of Pehri 
Garhvval), 

205 Shri G.D. Somani, 

206 Shri B. Shiva Rao, 

OTHER INDIVIDUALS : 

207 Shri Babu L il, . 

208 Shri A.K. Chanda, 

209 Shri C.C. Desai, .... 

210 Shri P.L. Jaitly, .... 

21 1 Shri K.C. Khanna, . . 

212 Shri N.D. Karkhanis, 

213 Shri K.R.K. Menon, . 


Santa Cruz East, Bombay-25. 

C o Standard Vaccum Refinery Co. 
of India Ltd., Trombay, Bom- 
bay — 38. 

Banoo Mansion, Cumbala Hill, 
Bombay-26. 

Bombay. 

Queens Road, Bombay- 1 . 

Journalist, Bombay~2i. 

MEMBERS OF PARI JAMENT : 

(Rajya Sabha). New Delhi. 

(Lok Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Rajya Sabha), New Delhi. 

(Rajya Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Rajya Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Rajya Sabha), New Delhi. 

(Lok Sabha), New Delhi 
(Lok Sabha), New Delhi. 

(Lok Sabha), New Delhi. 

(Rajya Sabha), New Delhi. 

New Delhi. 

Comptroller & Auditor General of 

India, New Delhi. 

New Delhi. 

Kishwar Manzil, East Park Road, New 
Delhi. 

Retd. Commissioner of Income-tax, 

Delhi. 

Judicial Member, Income-tax Appellate 
T ribunal, New Delhi . 

Chairman, Industrial Finance Cor- 
poration, New Delhi. 
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S. No. Name of the Individual etc. 


Address 


214 Shri R.K. Tandon, . • - Tandon House, 23, Darya Ganj, New 

Delhi. 

215 Shri Sri Ram, • • -22, Curzon Road, New Delhi. 

216 Shri Shvam K. Gupta, . . Chartered Accountants, Chandni Chowk. 

Delhi. 


KERALA : 


217 Shri K.P. Amrithanatha Aiyar, 

218 Shri K. Govindan Nair, 

219 M/s Harisons & Grossfield Ltd., 

220 M's Joseph Si Joseph, . 

MADHYA PRADESH : 


Moixkonpur, Kerala State. 

‘Jyoti MahaP, 38, Yakkara Road 
Palghat. 

Quilon. 

Advocates, Ernakulam. 


221 Shri Damodar Shrirani, 

222 Lt. Col. Pandit K.L. Dubey, 

223 M/s R.D. Joshiik Co., . 

224 M/s V.K. Jhalani & Co., 

225 Shri Mata Prasad, 

226 Shri V.D. Mehta. 

227 Shri Suresh Chaiid Dubey, 

228 Shri Shreeram Kashiwala, 

229 Shri R.C. Trivedi, 

MADRAS : 

230 Shri V.P. Choudry, 

231 Shri V.S.K. Duraiswamy Nader, . 

232 Shri A. Mohamad Ubaidulla, 

233 Shri G.D. Naidu, 

234 Shri R.N. Rajan Aiyar, 

235 Shri C.S. Rama Rao Sahib, and Shri 
S. Ranganathan, 

236 Shri A. Ramaiya, 

237 Shri §. Rajglgopalan, 

238 Shri K. Sadagopachari, 


Chichli Post, Narsinhpur. 

Vice Chancellor, University of Jabalpur, 
Jabalpur. 

Chartered Accountants, Indore. 
Income-tax Consultants, Ratlam. 

Vikram University, Ujjain. 

Lecturer in Economics, Govt. Hamidia 
College, Bhopal. 

39, Nihalpura, Indore. 

Post Chichli, Distt. Narsingpur. 
Registrar, High Court, Jabalpur. 


Accountant Member, Income-tax Ap- 
pellate Tribunal, Madras. 

Retd^ Commissioner of Income-tax, 
Green Villa, Madras — 18. 

Chartered Accountant, 5, Marakayar 
Labbai Street, Madras — r. 

Gopal Bagh, Coimbatore. 

Chartered Accountant, Mylaporc, 
Madras — 4. 

Special Counsel for Income-tax, Mad- 
ras. 

Advocate, Madurai. 

Carview, Salem — 2. 

Accountant Member, Income-tax Ap- 
pellate Tribunal, Madras. 
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S. No. Name of the Individual etc. Address 


239 Shri V. Soundarajan, . 

240 M^s Sundram & Srinivasan, . 

241 Shri S. Suryaaarayanan, 

242 Shri M. Subbaraya Aiyar, 

243 Shri S. Sririivasan, 

244 Shri V.S. Sundaram, . 

243 Shri C,S. Sastri, . 

246 Shri K..S. Sankararaman, . » 

247 Shri S. Varadachari, 

248 Shri T.V. Viswanatha Aiyar, 

249 M sV.V. Vaaaiaperumal(& Sons, 

MYSORE : 

250 Shri K. Balasubramoniam, . 

251 Shri P. Kodanda Rao, . 

252 Shri G. Lakshmana Rao, 

253 vShri S.R. Ponaiya, 

254 Shri M.R. Raagaramam, 

255 Shri S. Srikaataiya, 

PUNJAB : 

256 Shri J.S. Basur, . 

257 Shri B.D. Bansal, 

258 Shri R.K. Bansal, 

259 Shri Bireiidra Khosla, . 

260 Shri A.N. Grover, 

261 Shri Jagdish Chandra, . 

262 Shri S.N. Khanna, 

263 Svs. Ratanchand Dcbho Rattan, 

264 Svs. H.M. Singhal& Others, 


Chartered Accountant, Catholic Centrc> 
Madras — i. 

Chartered Accountants, t6i, Mount 
Road, Madras. 

Suri 8 c Co., P.B. No. i354> Mad- 
ras — I . 

Advocate, Mylapore, Madras. 

‘Sri Nivasan’, 7 Trusrn;ikam, Raja 
Annanialaipuram, Ahioias — 28, 

C/o Shri K.R. Ramamani, Advocate 
Madras. 

Member, Company T.aw Advisory Com- 
mission, 15- Armenian, Madras — i. 

Judicial Member, Tncome-fax Appe- 
llate Tribunal, Madras. 

‘Gov irdhan’, Mylapore, Madras — 4, 

Advocate, Mylapore, Madras — 4. 

P.B. No. 19, Virudhunagir. 


Secretary to the Government, Revenue 
Department, Mysore. 

Bangalore. 

Chartered Accountant, Bangalore. 

Yadavagiri, Mysore City. 

Chartered Accountant, Banga- 
lore — 2. 

29/30, S.S. Temple Street, Viswesh- 
warapunam, Bangalore — 4. 

Finance Secretary to the Punjab Go- 
vernment, Chandigarh. 

Chartered ^Accountant, Amritsar. 

Do. 

Advocate, Patiala. 

Judge, Punjab High Court, Chandi- 
garh. 

Advocate, Ludhiana. 

Advocate, Amritsar. 

c/o M/s Dewanoo Ram Rattanchand> 
P.O. Narkanda, Distt. Mihasa. 

Income-tax and sales Tax Advisers 
Sangrur, Rohtak. 


S. No. 


Name of the Individual etc. 


Address 


RAJASTHAN : 

263 Shri V.T. 

266 ShriH.C. Kara and another, . 

UTTAR PRADESH : 

267 Shri M.L. Aggarwal,’ . 

268 M/s Basant Ram & Sons, 

269 Banaras Hindu University, . 

270 Shri Babu Lai Vaish, . 

271 Shri Fateh Singh Rana, 

272 Shri Gopal Behari, 

27? Shri Hemraj Mehrotra, 

274 R.B. Krishnan Lai Gupta, . 

275 Shri Mohan Lai Agarwal, 

276 Shri S.P. Mehra, 

277 Shri S.S. Nigam, 

278 Shri R.S. Poddar, 

279 Shri R.C. Ag.irwal, 

280 Shri R.N. Ram, 

281 M/s J.N. Sharma & Co., 

282 Shri Sital Prasad, 

283 Shri S. Vaish, 

WEST BENGAL : 

284 Shri .N.D. Aggarwalla, 

283 Shri Ashutosh Sen, 

286 Shri B.M. Agarwal, • 

287 Shri R.S. Agarwal, 

288 Shri B.S. Gupta, 

289 Shri N. Banerjee, 

290 M/s Burani Bros. (P) Ltd., • 

291 M/s N. Chakravarti & Co., 


. Income-tax Practitioner, Gulah Wadi, 
Ajmer. 

. Commerce College, J aipur . 


. Pleader, Lucknow. 

Chartered Accountants, Lucknow. 

. Banaras. 

Retd. Commissioner of Income-tax, 
‘Renbasera’, P.L. Sharma Road, 
Meerut. 

. G-2, Jawahar Quarter, Meerut. 

Standing Counsel. Income-tax Depart- 
ment, Allahabad. 

. Dwarkadish Road, Kanpur. 

‘Rose Bank’, Kanpur. 

133-C, New Mandy, Muzaffarnagar. 

. Editor, Civic Affairs,'^ Kanpur. 

. Dean, Faculty of Law, Lucknow Uni- 
versity, Lucknow. 

. Chartered Accountant, Azamgarh. 

. 13/253, Civil Lines, Kanpur. 

. P.O. Sahatwar, Ballia. 

. Chartered Accountants, The Mall 
Kanpur. 

J. K., Organisation, Kamla Tower 
Kanpur. 

. Chartered Accountant, 1 3/96 Civil Lines, 

Kanpur. 


National Iron & Steel Co. Ltd., Dal- 
housie Square, Calcutta. 

Social Worker and Teacher, Hoogly. 
Advocate, Calcutta. 

Calcutta. 

1 1/9 Chowringee Terrace, Calcutta 
— 20. 

4/1 Kundu Lane, Calcuttai — ^23. 

43, Strand Road, Calcutta. 

Chartered Accountants, Calcutta. 
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S. No. Nume ofJhc Individu '.l etc. 

292 Shri K.K. 

293 Shri Sd^ Daadekar, . 

294 Shri D.K. Dasgapia, 

295 Shri S.C. Guha, . 

296 M s P.d Kandu <St Co.. 

297 M s Lodha & Co., 

298 Shri B.N. Mukherjec . 

299 Shri N. Nandi, . 

300 Shri Ramkishan Dhamika. 

3or Shri S.C. S-ii, 

302 Dr. N.C. S2a Gapi:a, . 

303 M'S Singhi Sc Co.. 

304 Shri I\ira Ch and Saraf and Others, 


Address 


Income-tax: ("onsultant, Calcutta 

C diartcrcd Accountant , P-36 India 
lixchange Place, Calcutta — i . 

27-(jopal Bose Laile, Ccilcutia — 9. 

8 2, Hastings Street, Calcutta — i. 

Chartered Accountants, Calcutta 
— 1 . 

(.diarteivsi \cco untaiits , Calcutta. 

Member, Income-tax Appellate Tri- 
bunal, t ialcutta. 

127, Banamali Naskar Road, Calcu- 
tta. 

C:o Stnvbhagwan ^ons, 7, lAons 
Range, Calcutta. 

13, Sevak, Baidya Street, Calcutta 
—29. 

Member, Law Commission, Calcutta-29. 

i-B, Old Post Olfice Street, Calcutta 
— 1. 

Advocates, 66, Pathuriaghata Street, 
Calcutta. 


Ill— DEPARTMENTAL 


(A) C.B.R. 

305 Central Board of Revenue, New 
Delhi. 

(B) SERVICE ASSOCIAPIONS : 

306 All-India Federation of Income-tax 
Gazetted Services Association, 

307 AU-India Income-tax Non-gazetted 
Staff Federation, 

308 Association of the Gazetted Officers 
of the Income-tax Department, 

309 Bengal Income-tax Gazetted Ser- 
vices Association, 

310 Indian Revenue Service (Income- 
tax) Association, 

3 1 1 Income-tax Inspectors’ Association, 

312 Income-tax Ministerial Officers’ 
Association, Tripura Unit, 


New Delhi. 

New Delhi. 

Aayakar Bhawan, Bombay. 

3, Govt. Place, West, C.ai6itta. 

Bombay. 

Bombay. 

Assam. 
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313 

314 


3^5 
3i6 
3 r 7 


318 


3^9 

3^0 

321 

322 


323 

324 

325 

326 

327 


Income-tax Gazetted Services Asso- 
ciation, 

Indian Revenue Services ([.ncome- 
tax) Association, (Galcutta and Deliii 
Branches), 

Inc ame-tax Gazetted Services Aso- 
sociation. 

Income-tax Non-gazetted Stall As- 
sociation, 

Income-uax Peons and Notice Ser- 
vers Association, 

Incr>m:-tax Gazetted Services Asso- 
ciation, 

I ncv)me- rax Ins peer ors’ Association , 

Income-tax Inspectors' Association, 

Madras Income-tax Gazetted Ser- 
vices Association, 

Mysore Income-tax (Gazetted) Ser- 
vices Association, 

(C) DIRECTORS OF INSPECTION 

Shri S.P. Lahiri .... 
Shri P. Mukherjee. . ♦ 

Shri Raj Singh .... 
Shri N.K. Saksena. 

Shri K.P. Sinha .... 


Chirag Ali Lane, Hyderabad. 
C.R. Bldg., New Delhi. 

C.R. Bldg., New Delhi. 

New Delhi. 

Amritsar. 

U.P., Kanpur. 

U.P., Kanpur. 

W. Bengal, Calcutta. 

I 

Madras. 

Bangalore. 


(D) Commissioners of Income-tax 

328. Shri K. D. Dholakia. 

329. Shri R C. Goyal. 

330. Shri S. K. Gupta. 

331. Shri W. K. Gharpurey. 

332. Shri S. K. Ganguli. 

333. Shri T. Gopala Menon, 

334. Shri S. P. Jain. 

335. Shri Jamuna Prasad Singh. 

336. Shri R. Kothandaraman. 

337. Shri R. S. Naik. 

338. Shri M. Hamid Mirza. 

339. Shri S. A. L. Narayana Rao. 

340. Shri N. D. Mehrotra. 

341. Shri M. E. Rehman. 

342. Shri P. T. Ranadive. 

343. Shri V. Sundaramurthi Mudaliar. 

344. Shri Syed Noor. 
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(E) Departmental Gazetted Offlcere. 
ANDHBA PRADESH 

Assistont Commissioner*. 


345. Shri V. R Bapat. 

346. Shri F. G. Jilani. 

347. Shri S. V. Ramaswamy. 

Income-tax Oficere. 


848. Shri M. Bhimasankaran. 

849. Shri S. Balasubramanium. 

350. Shri K. Balakrishnan. 

351 Shri M. Gulam Ghouse. 

sS Iw Naraatoh... 


354 Shri R. Nagarajan. 

355. Shri I. Nagabushana Rao. 

856. Shri K. J- Reddy. 

357. Shri M. Rustum Ali. 

358. Shri S. Rajaratnam. 

^59 Shri M* Subbaraman. 

360 Shri V. Satya Narayana Rao. 

361. Shri K. Satyanarayana. 

362. Shri A. Vaidyanathan. 


ASSAM 


Assistant Commissionera. 


363. Shri H. C. Sen. 

Income-tax Oficera. 

364. Shri K. P. Ghosh. 

BOMBAY CITY I & H 

Assistant Commissioner*. 

365. Shri S. H. Bhat. 

366. Shri A. K. Das Gupta. 

367. Shri H. M. Jhala. 

368. Shri G. S. Sampath. 

369. Shri N. Subha Rao. 

370. Shri H. P. Sharma and five other. 
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Income-tax Officers. 

371. Shri A. Bhashyam and three others. 

372. Shri M. S. Desai. 

373. Shri V. S. Gaitonde. 

374. Shri E. D. Helms. 

375. Shri K. S. Kakaria. 

376. Shri A. M. Ramakrishnan. 

377. Shri K. C. Thomas. 

BOMBAY (CENTRAL) 
Assistant Commissioners. 

378. Svs. P. Madhava Rau and M. S. Nandkaml 

Income-tax Officers. 

379. Shri M. P. Patel & others. 

BOMBAY SOUTH 
Assistant Commissioners. 

380. Shri B. S. Dastur. 

381. Shri G. M. Hiremath. 

382. Shri C. G. Joshi. 

383. Shri N. D. Kumthekar. 

384. Shri A. M. Rao. 

385. Shri N. D. Sakhwalkar. 

Income-tax Oncers. 

386. Shri R. S. Ayengar. 

387. Shri A. N. Brahme. 

388. Shri M. R. Bastikar. 

389. Shri K. L. Bandwar. 

390. Shri B. S. Devasthali. 

391. Shri M. N. Deshmukh. 

392. Shri G. K. Dhule. 

393. Shri D. M. Deo. 

394. Shri P. V. Godbole. 

395. Shri G. D. Gidwani. 

396. Shri S. D. Kulkaml. 

397. Shri N. A. Khan. 

398. Shri M. A. Khan. 

399. Shri M. G. Mahalye. 

400. Shri M. A. ^ahalle. 

401. Shri G. B. Mehta. 

402. Shxi S. H. Mirji. 
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403. Shri Y. N. Pawar and two others. 

404. Shri V. M. Patwardhan. 

405. Shri V. K. Pillai. 

406. Shri S. G. Rawal. 

407. Shri A. B. Ramachandra Rao. 

408. Shi'i V. K. Subramaniam. 

409. Shri G. N. Samant. 

410. Shri J. Subramaniam. 


BOMBAY NORTH 
Assistant Commissioners. 

411. Shri D. S. Bapat. 

412. Shri P. G. Deshpande. 

413. Shri K. Nair. 

414. Shri H. A. Shah. 

Income-tax Officers. 

415. Shri M. P. Argikar. 

416. Shri G. D. Gidwani. 

417. Shri B. B. Khare. 

418. Shri R. P. Patel. 

419. Shri A. N. Rao. 

420. Shri S. H. Sadar. 

421. Shri Y. P. Sud. 

BIHAR AND ORISSA 
Assistant Commissioners. 

422. Shri T. Bellan. 

423. Shri G. R. Desai. 

424. Shri N. G. Das Gupta. 

425. Shri G. Ghosh. 

426. Shri R. N. Limaye. 

427. Shri P. N. Roy. 

Income-tax Officers. 

428. Shri S. N. Achari. 

429. Shri S. N. Chaterjee. 

430. Shri R. K. Ghosh. 

431. Shri A. K. Jana. 

432. Shri J. Pathak. 

433. Shri M. M. Parshad. 

434. Shri S. N. Rotho. 
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DELHI AND RAJASTHAN 
Assistant Commissioners. 

435. Shri Kulwant Rai. 

436. Shri S. K. Lall. 

437. Shri R. L. Malhotra. 

438. Shri Prem Nath. 

439. Shri S. R. Kharabanda. 

440. Shri G. D. Tandon. 

Income-tax Officers. 

441. Shri V. P. Gupta. 

442. Shri C. R. Mehta. 

443. Svs. P. K. Rao and R. Kapoor. 

KERALA 

Assistant Commissioners. 

444. Shri T. Y. C. Rao. 

445. Shri P. S. Subramaniam. 

446. Shri W. M. Subramaniam. 

Income-tax Olfcers. 

447. Shri K. Venkataraman. 

MADHYA PRADESH 
Assistant Commissioners. 

448. Shri D. N. Amroliwala. 

449. Shri G. R. Hedge. 

450. Shri O. V. Kuruvilla. 

451. Shri S. R. Mehta. 

452. Shri R. D. Shah. 

Income-tax Officers. 

453. Shri Prem Nath. 

454. Shri B. K. Srivastava. 

455. Income-tax Officer, Award, Nagpur. 

456. Income-tax Officer, B-Ward, Nagpur. 

MADRAS 

Assistant Commissioners 

457. Shri V. V. Badami. 

458. Shri G. E. Joseph. 

459. Shri K. S. V. Raman. 

460. Shri K. Rama Rao. 

461. Shri P. Sadagopan. 

462. Shri V. D. Sonde. 

463. Shri V. S. Shetty. 

464. Shri P. S. Viswanathan. 
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Income-tax Offlcere. 

465. Shri E. Hariharan. 

466. Shri P. C. Josoph. 

MYSORE 

Assistant Commissioners. 

467. Shri A. Ram Mohan Rao. 

468. Shri S. T. Tirumalachari. 

Income-tax Officers. 

469. Shri A. G. Idnani. 

470. Shri C. V. Natarajan. 

471. Shri A. Parameswara Iyer. 

PUNJAB 

Assistant Commissioners . 

472. Shri V. P. Gupta. 

473. Shri S. S. Ratna. 

474. Shri C. P. Yadava. 

Income-tax Officers . 

475. Shri J. S. Dulat. 

476. Shri G. L. Gupta. 

477. Shri Harbans Singh. 

478. Shri R. D. Malhotra. 

479. Shri Trilochan Singh. 

UTTAR PRADESH 

Assistant Commissioners . 

480. Shri B. Sharan. 

481. Shri R. D. Kaushal. 

Income-tax Officers. 

482. Shri K. B. Bhatnagar. 

483. Shri K. M. Chaudhry. 

484. Shri O. P. Chopra. 

485. Shri C. P. Singh. 

WEST BENGAL 
Assistant Commissiorters . 

486. Shri J. Dass. 

487. Shri V. Gopinathan. 

488. Shri K. Jagan Nathan. 

489. Shri Kailash Narain. 

490. Shri N. Kanungo. 

491. Shri G. S. Srivastava. 
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492. Shri A. F. Swamy. 

493. Shri S. ShastrL 

494. Shri C. N. Vaishnav. 

495. Shri M. D. Varma. 

Income-tax Officers . 

496. Shri Bhim Sain. 

497. Shri B. K. Chaudhry. 

498. Shri S. N. Mukerjee. 

499. Shri P. C. Pandey and live others. 

500. Shri S. K. Roy. 

501. Shri Rajendra. 

502. Shri A. C. Sen. 

503. Shri K. C. Sanyal. 

(F) Departmental Non-Ga*etted Officers 

ANDHRA PRADESH 

504. Shri C. BhUmasen Rao. 

505. Shri V. Gopala Rao. 

506. Shri G. Subramanyam. 

BOMBAY: CITY I & II 

507. Shri G. J. Ajwanl. 

508. Shri P. S. Madhavan. 

BOMBAY SOUTH 


509. Shri K. W. Gorhe. 

510. Shri M. R Joshi. 

511. Shri S. Y. Patel. 

512. Shri G. Satyanarayana. 

BOMBAY NORTH 


513. Shri V. M. Bhuve. 

514. Shri L P. Desai. 


BIHAR AND ORISSA 

515. Shri Basudeo Prasad. 

516. Shri S. K. Mazumdar. 

517. Shri R. N. Parshad Sinha. 
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DELHI AND RAJASTHAN 

518. Shri Lai Singh Thappar. 

KERALA 


519. Shri P, C. Mathai. 

520. Shri S. Rajagopalan. 

MYSORE 


521. Shri J. Amala Das. 

522. Shri K. P. Dhanwant Raju. 

523. Shri G. H. Padmarajiah. 

524. Shri S. R. Subba Rao. 

525. Shri Thomas David. 


PUNJAB 


526. Shri Harbhajan Singh. 

527. Shri R. S. Mohan. 

528. Shri S. P. Goel. 

UTTAR PRADESH 

529. Shri C. P. Sharma. 


WEST BENGAL 

530. Shri A. K. Mukerjee,. 

531. Shri A. K. Bagchi. 

532. Shri S. K. Bhatcharjee. 

533. Shri R. G. Ghosh. 

534. Shri Subimal Das. 

535. Shri Sital Prashad Sen. 




APPENDIX V 


List of persons who gave oral evidence before the Committee. 


Place 

Date 

Serial 

No. 

Name of the witness 

New Delhi 

. 17-12-58 

I 

Mr. N. Kaldor, Reader in Economics, 
University of Cambridge. 

Hyderabad 

12-1-59 

2 

General S.M. Srinagesh, Principal, Ad- 
ministrative Staff Colleges, Hydcra- 

bad. 


Do. 

3 

Andhra Pradesh Grain and Seed M«- 
chants Association, Hyderabad. Ke- 

presentatives: — 

Shri Tokershi Lalji Kapadia. 

Shri Kothuru Sectayya Gupta. 

Shri Satyanarayana Gupta, and 

Shri Venugopal. 


- Do. 

Do. 

4 

. 5 

Indian Chamber of Commerce, Guntur. 
Representatives — 

Shri P. Ramachandra Rao. 

Shri Gopalakrishna Reddi. 

Shri G.L. Pophale, Member, IncotM-tax 
Appellate Tribunal, Hyderabad. 

Hyderabad 

13*1-59 

6 

Government of Andhra Pradesh— Rep- 
resentatives — 

Shri K. Brahmpanda Reddy. 

Finance Minister. 

Shri C. Damodara Reddy, Finance 
Secretary. 


Do. 

7 

Shri P.T. Ranadive, Commissioner of 
Income-tax, Andhra Pradesh, Hydera- 
bad. 

Madras 

I 4 -I -59 

Do. 

8 

9 

Shri Ramnath Goenka, Madras. 

Shri V.P. Choudhry, Member Income-tax 
Appallate Tribunal, Madras. 


Do. 

10 

Shri K. Sadagopachari, Member, Income- 
tax Appellate Tribunal, Madras. 


Do. 

II 

Shri C.S Rama Rao Sahib, Advocate ^ 
Standing Counsel, Income-tax De- 

partment, Madras. 

Madras 

I 5 -I -59 

12 

Shri K.S. Sankararaman, Member, In- 
come-tax Appellate Tribunal, Mad- 
ras. 


410 C.B.R. 
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Place 


Date 


Serial Name of the witness 

No. 


Madras 


Madras 


15-1-59 13 


Do. 14 


15 


Hindustan Chamber of Commerce. Mad- 
ras. -Representatives — 

Shri G.R. Rao, Secretary. 

Shri R.L. Kotadia. 

Southern India Chamber of Commerce, 
Madras. 

Representatives — 

Shri K.V. Srinivasan. President. 

Shri D. Srinivasan, Asstr. Secretary. 
Shri S. Narayanaswamy. 

Shri N.C. Krishnan. 

Shr! R. Venkataramaii. 

Shri V. SoLindararajan. 

Shri R.A. Narayana Iyengar. • 

The Coimbatore Cloth Merchants, Aso- 
ciation, Coimbatore. 

Representatives — 

Shri R. Subba Rao. 


16-1-59 16 The Tamil Chamber of Commerce, Madras. 

Representatives — 

Shri A. Nagappa Chettiar, President. 
Shri V.S.L. Nathan, Hon. Secretary. 

Shri P.S. Gopalakrishnan, Hon, Jt. 
Secy. 

Shri C.K. Furaivclu. 

Shri T.K. Singaram. 

Shri C.V. Sreenivasan, 

Prof. P.D. Swamiiiatha Mudaliar, 

Do. 17 The Madura Ramnad Chamber of Com- 

merce, Madura. 

Representatives — 

Shri S. Chidambaranathan, 

Shri K. Sivasubramanian, 

Shri R. Venkatcraman. 


Do. 18 Government of • Madras. 

Representatives — 

Shri T.A. Verghese, Secretary, Finance 
Department. 

Shri J. Sivanandam, Secretary, Revenue 
Department. 

(Svs. R.M, Sundaram, Member , Board 
of Revenue, J. Sivanandam, Secretary 
Revenue Department and Kannappa 
Mudaliar, Secretary, Board of Revenue 
also gave evidence on 17- 1- 1959). 
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Place Date Serial 

No. 

19 

Madras ' . . . i^S-i-59 20 

Do. 21 


Madras 

• 

* 

17 - 1-59 

Do. 

22 

23 




Do, 

24 




Do. 

25 




Do. 

26 

Bangalore 


. 

19-1-59 

27 


Name of the witness 


The Viriidhunagar Chamber of Com- 
merce , V irudh unagar. 

Representatives — 

Shri S.P. Kothala Nadar, President. 
Shri S.P.G.R. Nith\ anandan, Vice 
President. 

Shri N. Rajendran, Secretary. 
ShriV.V.S. Kesavan, Jt. Secretary. 

The Madras Trades Association. Madras. 
Representatives— 

Shri J.V.P, Rao, Chairman. 

Shri A.S. Devitra, Secretary. 

Shri S. Krishnasvvamy. 

The Madras Stock Exchange, Madras, 
Representatives- — 

Shri V. Natarajan, President. 

Shri K.S. Vaidyanathan, Vice Presi- 
dent. 

Shri B.R. Krishnamurthi, Secretary. 
Shri J.V. Somayajuly, 

Shri V. Rangachari. 

Shri T.T.Kri shnamachari, Madras. 

Shri S. Suryanarayanan, Auditor, Ma- 
dras. 

Shri M. Nilkantan, Director, The Res- 
search Institute, Madras. 

Shri S. Varadachari, Ex-Chairman, In- 
come-tax Investigation Commission, 
Madras. 

Shri W.K. Gharpurey, Commissioner of 
Income-tax, Madras. 

Government of Mysore. 

Shri B.D. Jatti, Chief Minister. 

Shri J.H. Shamsuddin, Dy. Minister for 
Finance. 

(Shri J.H. Shamsuddin Dy. Minister of 
Finance along with Shri K. Balasubra- 
manyam, Revenue Secrerary, also gave 
evidence on 20-1-1959). 

The Mysore Chambr of Commerce, Ban- 
galore. 

Representatives- - 

Shri P.K. Sarangapani Mudaliar, Pre- 
sident. 

Shri Jeenabhai Devidas, Vice Presi- 
dent. 

Shri G.N. Krishna Murthy. 

Sliri M.R. Ranga Rathnam. 

Shri J. Srinivasan. 

Shri Ramanarayan Chellaram. 

Shri Y.N. Gangadhra Setthy. 
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Place. 


Date S. No. Name of the witness 


Do. 29 


Do. 30 

Do. 31 

Trivandrum . . , 21-1-59 


Do. 33 

Do. 34 


Do. 35 

Trivandrum . . . 22-1-59 36 

Do. 37 

Calcutta 17-2-59 38 


The Mangalore Cashew Mfgrs,, Associa- 
tion, Mangalore*— 

Representatives — 

Shri Mizar Sadananda Pai and 
Shri Gerald Fornandcs. 

Shri P. Kodanda Rao, Bangalore. 

Shri V. Sundaramurthy Mudaliar, Co- 
mmissioner of Income-tax, Mysore, ^ 
Bangalore. 

♦ 

The Chamber of Commerce, Chalai, Tri- 
vandrum. Representative — 

Shri S.V. Pandit, Vice President. 

„ S. Padmanabhan Chettiar. 

C. Narayanan Nair. 

Parameswaran Pillai. 

N. V. Ramankutfy Nair. 

The Chamber of Commerce. Trichur. Re- 
presen t ati ves — 

Shri K.S. Manavalan. flony. Secretary. 

„ K..R. Kaimal. 

<! government of Kerala — 

Representatives : 

Shri C. Achutha Mcnon, Minister for Fi- 
nance. 

Smt. K.R. Gouri, Minister for Revenue 

Shii P.S. Padmanabhan, Secretary, Fi* 
nance Department. 

K.K. Ramankutti, Secretary, Reve- 
nue Department. 

.. K.P.K. Menon, Member, Board of 
Revenue. 

George Thomas, Member, Board of 
Revenue. 

Shri K. Govindan Nair, Retd. Member, 
Central Beard of Revenue, Palaghat. 

Shir M. Hameed Mirza, Commissioner of , 
Income-tax, Kerala & Coimbatore. 

The .\lleppey Oil Millers* & Merchants 
Association, Allcppey — Representative '* 

Shri V. Anantharama Aiycr. 

,, K. Parthasaraihy. 

Government of West Bengal. 

Representatives — 

Shri B.C. Sinha, Ministcr-in-charge, Land 
and Land Revenue. 

,, ILN. Roy, Finance Secretary. 

A. M. Kusaii, Dy, Finance Secre- 
tary. 

B. Sirkar, Member, Board of Re- 
venue. 


Date 


S, No. 


Name of the witness 


Do. 

17 - 2-59 


Do. 


Do. 


Do. 


19-2- 

Do. 


39 


40 


43 


'Fhe Calcutta Stock Exchange 
Ltd. 


Association 


Representatives — 

Shri B.N. Chaturvedi. President. 

,, C.L. Hcaidas, 

The Bengal National Chamber of Commerce 

& Industries, Calcutta. 

Representatives— 

Sliri A.R. Datia Gupia, Dy. Secrc- 
tary. 

,, K.N. Mookerjee. 

A. Basu. 

G. vSaha. 

S.K. Roy Cliaudhri. 

The Associated Chambers of Commerce, 
Calcutta. 

Representatives — 

Shri J.D.K. Brown. President. 

,, N. Dandeker. 

.. C.I. Turcan. 

,, J.S.F. Gibbs. 

,, A.FE Forster. 

F.M. Hill.. 

,, R.M. Bomer. 

Indian Chamber of Commerce, Calcutta. 

Representatives— 

Shri D.N. Jalan, President. 

K. Kalyana Sunderam, Asstt. Sec- 
retary. 

„ B.P. Kaithan. 

„ A.C. Sen. 

„ A.L. Goenka. 

J.P. Gupta. 

The Berhampore Chamber of Commerce, 
Gan jam. 

Representatives — 

Shri Pakanati Narayana Rao, President. 
„ Immidisetty Ramamoorti, Sec- 
retary. 

„ Vyayaraju Kadareenatham Raju. 

„ BauriBanduSehate. 

„ Nideda Velue Narasimhamurty. 

Mr. Cober, Officer of the Internal Revenue 
Service, U.S.A. 

4< Shri B.N, Mukherjee, Member, Income- 
tax Appellate Tribunal, Calcutta. 
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Place 


Date 


S. Ko 


Name of the witness. 


Calcutta 19-2-59 4^ "I'ho Bharat Chamber of Commerce, Cal- 

cotta. 

Represeiitarives — 

Shri K.lv. Dbaiidhania, President. 

,, IhP. Poddar, Vice President. 

L.R. DasGopia, Dy. Secretary. 

Rai Bahadur M.G. Rungta, Jr. 
Vice President. 

,, R. P. Pasani. 

,, B. Chhawchharia. 

ThS. Koihari. - 

R.N. Bargre. 

„ A.P. Chatterjee. 


Calcutta 

20-2 ~59 

-17 

The Upper .\ssam Chamber of Commerce’ 
j or hat. 

Reprcscniative — 

Shri Aladhak Cbakravaity. 


Dc. 

4H 

Dr. N.C. Sen Gupta, Alembcr, I.aw Com- 
mission. 

\ 

Do. 

49 

Shri P.C. Goyah Commissioner of Income- 
tax, Assam, Tripura& Manipur. 


Do. 

50 

Shii V.V, Subramoniam, Commissioner of 
Income-tax, West Bengal. 


Do. 

SI 

Shri A.R.H. Naik, Commissioner of In- 
come-tax, Calcutta (Central). 


Do. 

52 

Chaudri Khazan Singh, Commissioner of 
Income-tax, Calcutta. 

Patna 

21-2-59 

53 

Shri R. Kothandaraman, Commissioner of 
Inaimc-tax, Bihar & Orissa, Patna. 


Do. 

^4 

The Bihar Chamber of Commerce, Patna. 


Representatives — . 

Shri N.P. Agarwal, Vice President, 

„ Suresh Prasad, Under Secretary. 
„ H.R. Gutgutia. 

„ Kanaihyaji. 

„ C.S.P. Verma. 

,, Tarkeshwar Prasad. 

„ N.P. Jajodia. 
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Place. 


Dale S. No. Name of the witness. 


€ 


KaVlTlUl' 


■'Kanp’^i 



Do. 


23-2-59 

Do. 


23-2-59 


Do. 


55 Govermeni of Bihar. 

Rep res CXI t at i vc s — 

ShH Binodanand Jha, Minister for 
Revenue. 

,, Akika Sarau Singh, Dy. Minister. 
,, N. Bakshi. Member, Board of 
Revenue. . 

,, C.K. Raman, Addl. Member, Board 
of Revenue. 

,, S.N. Singh, Secretary Finance. 

,, N.P. Mathur, Secretary, Revenue. 

,, B.N. Sinha. 

,, An war i Ali. 

„ 11. H Lida. 

,, Harnandan Prasad. 

56 Shri T. Gopala Menon, Commissioner of 

Income-tax, Uttar Pradesh, Lucknow. 

57 The Merchants’ Chamber of U.P., Kanpur. 

Repre sentat i ves — 

Shri Sitaram Jaipuria, President. 

,, Padampat Singhania. 

,, Sital Prasad. 

„ P.D. Singhania. 

„ M.L, Bagla. 

„ P.L. Tandon. 

,, P.D. Chanda Rana. 

,, Ram Ratan Gupta. 

„ J.V. Krishnan. 

58 Kanpur Kapra Committee, Kanpur— 

Representatives — 

Shri Bansidhar Kasera, President. 

,, Dwarika Prasad Kackkar, Sr. Vice 
President. 

,, Pannalal Tripat hi, Jr. Vice Presi- 
dert. 

,, Gopi Nath Seth, Secretary. 

„ Manrilal Newatia. 

,, .S.J. Singh, Advocate. 

,, Gurprasad Kapur. 

„ Manoharlal Kanodia. 

59 The Kanpur Sugar Merchants’ Association, 
Kanpur. 

. Representatives — > 

Shri Ganga Shankcr Pandey. 

„ Sree Narain Bhuraria. 

„ Lai Bhai Patel. 

„ K.S. Kalra. 

„ Tapeswari Prasaa. 

Ramchandra Bharatia. 
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Date 


S. No. 


Name of the witness 


Kanpwr 

23-2-59 

60 

Bombay . 

12-3-59 

61 


Do. 

62 


Bombay . 

. 13-3-59 

63 


Do. 

64 


Do. 

/ 

65 


Do. 

66 


Do. 67 


Shri S. Vaish, Chartered Aca>untant. Kan- 
pur. 

The Indiai^ Bank’s Association, Bombay.. 

Representatives — 

Shri C.H. Bhaba. 

,, N.M. Chokshi. 

„ S.L. Kothari. 

Dr. S.G. Panandikar. 

The Indian Merchants’ Chamber. 
Representatives — 

Shri Lai Chand Hira Chand, President. 

,, C.L. Ghecwala, Secretary. 

„ Chuni Lai B. Mehta. 

„ R.K. Dalai. 

,, R.G. Saraiya. 

,, Gordhandas Bhag^vanaas. 

,, Ramdas Kilacliand. 

The Nag Vidiiurba Chamber of Omnicrce, 
Nagpur. 

Representatives — 

Shri D.C. Siitaria, Sr. Vice-Presidet, 

Shri S.A.L. Narayana Row, Commis u>iver 
of Income-tax, Madhya Pradesh, Nagpnr & 
Bhandara, Nagpur. 

The Native Share & Stock Brckeis’ Asso- 
ciation, Bombay - 

Representatives — 

Shri K.R.P. Shroff. President. 

Shri P.J. Jeejeebhoy, Secretary. 
Bombay Shareholders* Association Bombay 
Representatives— 

Shri Bhaidas Maganlal; Vice-President 
„ J.J. Kapadia, Jt. Secretary. 

,, R. C. Cooper. 

,5 G. B hag wand as. 

,, F.J. Guzdar. 

,, J.C. Mashruw'aia. 

Indian Motion Picture Producers’ Association 
and Cinematograph Exhibitors’ Asso- 
ciation of India. 

Representatives— 

Shri J.B. Roongta, President. 

„ G.P. Sippy> Vice-Presidcnc. 

„ I. K. Menon, Secretary. 

„ R. Chandra. 

,, B.D. Bharucha. 
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Place 

Date 

S. No. 

Name of the witness. 

Bombay . 

14-3-59 

68 

Shri K.D. Dholakia, Commissioner of 

Income-tax, Bombay South, Poona. 


Do. 

69 

Shri R. Varadach'^tti, Retd. Coininissionoi 
of Income-tax, Bombay. 


' Do. 

70 

Shri T.A. Mudaliar, Retd. Commissioner 
of— Income-tax, Bombay. 


Do. 

71 

The Indian National Steamship Ownei s 
Association, Bombay. 

t 



Representatives— 

Shri 1 .P. Sambhoose. 

,, V.M. Parckh. 

,, Rasiklal Haiieevandas. 

„ R.A. Patel. 

Poona 

15 - 3-59 

72 

Marhaua Chamber of Commerce & Indus- 
tries, Poona. 


Representatives — 

Shri A.R. Bhat, Hony* Secretary. 

D.N. Deshpande. Asstt. Secretary. 

,, V.M. Dcval. 

,, V.B. Kirtanc. 

,, V.B. Kerur. 

xM.V. Godbolc. 

,, M.B. Tambe. 

,, C.V. Joag. 

,, P.S. Pathak. 

Ihe Poona Merchanis Chamber, Poona. 
Representatives — 

Shri U.B. Pokarana. 

,, C.H. Shah. 

M.B. Salvekar. 

,, C.K. Pungaliya. 

„ S.C. Shah. 

„ V.G. Bhide. 


« 


Do. 

74 

Dr D.R. Gadgil, Direciof, Gokhalc Insti- 
rule of Politics & Economics, Poona. 


Bombay . 

16 - 3-59 

75 

The Tax Payers’ Association, Bombay. 

Representatives— 


Shri V.D. Muzumdar, President. Vj 
S.B. Athalye, Vice-President. 
„ B.C. Shah. 

,, J.J. Asher. 

„ L.K. Joshi. 

„ K.B. Bulsara. 
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Bombay 


Siiombay 


Place Date S-No. Name of the witness 


1 5 - 3-59 76 The Federation of Electricity Undertaking* 

of India, Bombay. 

Representatives— 

Shri R.P. Aiyer, Secretary. 

,, N.C. Javeri. 

,, N.B. Davar. 

,, P.J. Kapadia. 

Do. 77 Indian Cotton Mills Federation, Bombay. 

R epresen t at i vc 
Shri Pratap Bhogilal. 

,, Ramnath Podar. 

,, N.N. Wadia. 

C.C. Chokshi. 

„ B.G. Kakasher. 

,, C.V. Radht krishnan. 

Do. 78 Khan Bahadur J.B. Vachha, Retd. Commis- 

sioner of Income-tax, Bombay. 


t 7 -' 3“59 79 All-India Importers^ Exporters Association, 

Bombay. 

Representat i ves 

Shri Naranji 1 .. Kara, President. 

,, Chinnobhai C. Javeri, Vice-Presi- 
dent. 

„ R.C. Shah. 

V, K.K. Manseta. 

,, K.T. Sanghvi. 

„ S.M. Shah. 

„ N.II. Kotak. 

„ Ravilal M. Shah. 


Do. 

80 

Shri N.K. Petigara, Bombay. 


Do. 

81 

Government of Bombay. 



Representatives 

Dr. Jivraj Mehta, Finance Minister. 

Shri Rasiklal Parekh, Revenue Minister. 

,, N.T. Mone, Chief Secretary. 

35 Ishwaran, Finance Secretary. 

„ G.L. Seth, Revenue Sccrctarv. 

Do. 82 Shri S.B. Athalye, Retd. Commissioner of 

Income-tax, Bombay. 

Do. 83 Shri R.P. Dalai, Ex-Accountatnt Member^ 

Income-tax — AppcllateTribunal, Bombay. 
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Place 


Bombay . 


Ahmed abad 


Date 

S. Ko. 

Name of ihe witness. 

17-3-59 

X 4 

Bv'rnbay Piccegoods Merchants’ Mahajan 


Bombay. 

Rcprcseniaiivcs — 


Shri Ratansi Champsi, Prcsideni. 

,, Nanvniilal L. Shah, Vice-President. 
,, R.S. Desai, Secreiary. 

,, Raiilal C. Shah, Jt. Secretary. 

Vasantrai K. Mehta. 

,, Narottandas K. Shah. 

Raghavji Vallabhdas. 

ig_3_<;<) K5 The Surat Chamber Commerce, Surat. 

Representatives — 

Shri Balubhai R. Solanki, Vicc-Presi- 
dent. 

,, Jayantilal G. Vakharia. 

,, Kanchanliil C. Kapadia. 

,, Ashwanibhai S. Mehta. 


Do. 

S6 

Shn Shriyans Prasad Jain, Bombay. 

Do. 

87 

Dr. B.K. Madan, Bombay, 

Do. 

88 

Shri N.D. Mehrotra, Commissioner of In- 
come-tax, Bombay City-i. 

Do. 

89 

Shri R.N. Jain, Commissioner of Income 
tax, Bombay City-ii. 

Do. 

90 

Shri Syed Noor, Commissioner of Income- 
tax, Central Bombay. 

19-3-39 

91 

Shri S.P. J lin. Commissioner of Income- 
tax, Bombay North, Ahmcdabad. 

Do. 

92 

Nawnagar Chamber of Commerce, Jam- 
nagar. 


Representatives — 

Shri K.P. Shah, President. 

,, S.G. Shah, Secretary. 

5 , H.V. Bardanwala. 

„ N.P. Shah. 

„ D.M. Sutaria. 

„ B.P. Parikh. 

Do. 93 Prof. B.R. Shenoy, Ahmcdabad. 

Do. 94 The Federation of Gujerat Mills &: Indus- 

tries, Baroda. 

Representatives — 

Shri H.M. Shah. Secretary. 

„ N.B.Amin. 

„ N.B.Vaze. 

Dr. LS. Gulati. 

Shri Romanlal Chunilal. 

Do. 95 Shri Ambalal Sarabhai, Ahmcdabad. ' 


Place 


Date S. No. 


Name of the witness. 


Ahmedabad • • 19-3-59 96 


New Delhi • • • 10-4-59 97 

Do. 9^ 

Do. 99 

Do. 100 

Do. 101 


New Delhi ■ . • 11-4-59 102 


Do. 

103 

Do. 

104 

Do. 

105 

Do. 

106 


Do. 

107 

Do. 

108 


Gujerat Chamber of Commerce, Alimc- 
dabad. 

' Representatives- — 

Shri Rasiklal Nathalal, President. 

„ Chandulal Premchand, Vice-Pre- 
sident, 

„ C. M. Jeeieebhaiwala, Hon* 
Secretary. 

„ Amritlal Hargovandas. 

,, S. K. Shah. 

„ H. M. Talati. 

,, P. G. Shah. 

„ W, V. Dani. 

„ J. M. Shah. 

Shri S. P. Lahiri, Retd. 'Director of Ins- ' 
pection (Income-tax) (Special Investi- 
gation), New’ Delhi. 

Shri K. P. Sinha, Director of Inspection 
(I. Tax) (Special Investigation), New Delhi. 

Shri Raj Singh, Retd. Dirctor of Inspection 
(Income-tax), New^ Delhi. 

Shri N. K. Sakesena, Retd. Director of 
Inspection (Investigation), New Delhi. 

Shri J. P. Singh, Director of Inspection, 
(Income-tax) (Specail Investigation), 
New Delhi. 

Ministry of Law - Government of India. 
Represented by 

Shri K. Y. Bhandarkar, Secretary. 

,, K. Srinivasan, Jt. Secretary. 

„ K. Srinivasan, Jt. Secretary. 

Shri N. D. Kharkanis, Member, Income-tax 
Appellate Tribunal, New Delhi. 

Shri K. C. Khanna, Retd. Commissioner of 
Income-tax, New Delhi. 

Shri V. C. ShuWa, M.P., 

New Delhi. 

Acharya J. B. Kripalani, M.P., 

New Delhi. 

Joint meeting with following MEMBERS 
OF LOK SABHA. 

Smt. Renuka Ray, M.P. 

Shri Kamalnayan Bajaj, M.P. 

(Shri Bajaj also appeared before the 
Committee individually on 14-4^59). 
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Place 


New Delhi 


New Delhi 


New Delhi 


Date 

S.No. 

ii- 4>59 

109 

Do. 

110 


111 

Do. 

M2 

11 - 4-59 

II3 

Do. 

114 

Do. 

115 

Do. 

1 16 

Do. 

117 

Do. 

118 

Do. 

119 

Do. 

120 

12 - 4-59 

1 21 


Do. 122 


Do. 123 


Do. 124 


13 - 4-59 125 


Name of the witness 


Shri B. R. Mahagaonkar, M.P. 

Shri Ramnathan Chettiar, M.P. 

Shri P. C. Barooah, M.P. 

Shri M. Shah (Maharaja of Tehri 
Gcrwal), M.P. 

Shri R. K. Khadikar, M.P. 

Shri T. R. Neswi, M.P. 

Shri G. D. Somani, M.P. 

Shri T. N. Reddy, M.P. 

Shri L. Koiaki, M.P. 

Shri Hem Raj, M.P* 

Shri C. M. Panigrahi, M.P. 

Shri J. K. Dinded, M.P. 

The Punjab & Delhi Chamber of Commerce, 
Delhi. 


Representatives — 

Shri F. C. Badhwar. 

Dr. Dev Raj Narang. 

Shri Premjus Roy. 

The National Chamber of Industries & 
commerce, U.P., Agra. 


Representatives — 

Shri RamKishore. 

Shri P. C. Gupta. 

Shri Naranjanlal Poddar. 

Shri Ram Narain Agarwal. 

The Madhya Pradesh Chamber of Commerce 
& Industry, Gvv’‘aUor. 


Representatives — 

Shri R. B. Vaishya, Hony. Secretary. 
Shri B. B. Bhargava. 

Shri K. S. Davar. 

Shri N. D. Gupta. 


Shri S. K. Gang^, Commisaonerof Inco^ 
tax, Punjab, J. & K. and Himachal Fra- 


The Inchan Revenue Service (Income-tax) 
Association. 


Representatives — 

Shri K. Srinivasan, President. 

Shri S. P. Sachidanandan, Secretary. 
Shri Prem Nath. 

Shri S. N. Mathur. 

Shri T. A. Balakrishnan. 

Shri K. K. Vidyarathi. 
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Place 
New Delhi 


Date S. No. 


Name of the witness 


13-4-59 126 


Do. 


New Delhi 


Do. 


132 


The All-India Federation of Income-tax 
Gazetted Services Association, New Delhi, 

Representatives — 

Shri R. K. Das, President. 

Shri S. R. Kharbanda, Secretary. 

Shri L. K. Mohan, Jt. Secretary, 

Shri G. R. Desai. 

Shri S. K, Roy. 

Shri L. S. S, Chakarvarty. 

Shri S. M. Subhedar. 

Shri R. D. Saxena. 

The Ml- India Income-tax, Noii-Gaettcd 
Stall Federation, New Delhi. 

Representatives — 

Shri M. N. Ghosh, President. 

Shri D. S. Rajaratnam, Genl. Secretary^ 
Shri G. S. Gnanam. 

Shri C. R. Narayanan. 

Shri N. R, Gamji. 

Shri N. Sundara Rajan. 

Shri S. M. S. Raghavan. 

Shri Amar Ganguly. 

Shri K. R. S. Nair. 

Shri V. N. Mehra. 

Shri M. S. Bhatia. 


14-4-59 

128 

Shri Ashoka Mehta, M.P. 

Do. 

129 

Dr. V. K. R. V. Rao, Vice Chancellor, 
Delhi University. 

Do. 

130 

Shri V. V. Chari, Member, 

Central Board of Revenue, New Delhi. 

Do. 

131 

Federation of the Indian Chambers 
Commerce & Industry, New Delhi. 



Representatives — 


of 


Shri A. N. Murugappa Chettiar, Vice 
President. 

Shri Ramnatha Poddar. 

Shri G. D. Somani, M. P. 

Shri D. C. Kothari, 

Shri Kamalnayan Bajaj, M.P. 

Shri V. D. Majumdar. 

Shri S. N, Desai„ 

Shri G. L. Bansal, 

Shri N. Krishnamurthi. 

Shri N. Dandekar, 

Ex-Member, Central Board of Revenue 
New Delhi. 
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JPlace 


Da'e S. No. Name of ihe witness 


Sfcw Delhi I 


16-4-59 133 Shri M. Subbaraya, Iyer, M., 

. Advocate, Aladras. 


New Delhi . . i6-4-59 134 


Do. 135 


New Delhi 


17-4-59 

136 



Do.I 

137 



Do. 

138 

New Delhi. 


iS- 4-59 

139 



Do. 

140 



Do. 

141 



Do.l 

142 



Do. 

143 



Do. 

144 

New Delhi • 

• 

, 20-4-59 

145 



Do. 

146 



Do. 

147 

* 


Do. 



The Insoiut.- of Chartered Accountants, 
New Delhi. 

Representatives. — 

Shri C. C, Chokshi. President. 

Shri F.. V. Srinivasan. Secretary. 

Shri M. P. Chitale. 

Shri A. S. Xhakkar, 

Shri Raghunath Rai. 

Shri S. N. Desai. 

Shri J. H. Lodha. 

Shri A. K. Roy, Secretary, Department of 
Economic Affairs, Ministry of Finance, 
New Delhi. 

Shri P, C. Malhotra, President, Income-tax 
Appellate Tribunal, Bombay. 

Shri N, A. Palkhivala, Advocate, Bombay. 

Shri Inderjit Singh, Joint Secretary, Eco- 
nomy Division, Government ot India 
New Delhi. 

Shri K. R. K. Menon, Chairman, Industrial 
Finance Corp. New Delhi. 

Shri S. K. Gupta, Director of Inspection 
(Income-tax), New Delhi. 

Shri Tulsidas Kilachand, Bombay. 

Shri M. C. Milter, Area Manager, IBGON 
Private Ltd. 

Shri Babulal Vaish, Retd. Commissioner 
of Income-tax, Meerut. 

Shri P. C. Padhi, Addl. Deputy Comptroller 
and Auditor, (on behalf of Shri A. K. 
Chanda, Comptroller & Auditor General 
of India). 

Shri Ahmed Said, Nawab of Chhattari, M.P., 

Shri PHthvi Raj Kapoor, M.P. 

Shri Rohit M. Dave, M.P. 

Joint meeting with MEAIBER t)E RAJYA 
SABHA. 


Date 


No. No. 


Name of the witness 


204-59 

148 

Shri B. Shiva Rao. 


149 

Shri Jogesh Ghatterjee. 

I><>. 

150 

Pi-of. P. Kane. 

Do. 

151 

Shri Govindan Nair. 

Do. 

152 

,, M. IVLSur. 

Do. 

153 

,, P. N. Sapru. 

Do. 

T54 

,, Bhupesh Gupta. 

1>>. 

155 

,5 Brij Behari Sharma. 

Do. 

156 

,, Jaspat Rai Kapoor. 

Do. 

T57 

,, Raghbir Singh. 

Do. 

158 

„ M. H. S. Nihal Singh 

Do. 

T59 

,, Madho Ram Sharma. 


APPl-MDIX VJ 


rt- INCOMH- I'AX RHTURN FORM FOR SMAfJ. ASSPSSFl'S. 

(See Chapter 3 , paragraph 2 - 29 ) 

furni of Return of total iiicoinc. tinder mb-sea ion (/ ) and sub-serf ion (2) or sub-section (J/l) of SreiioN 
2/ of the Dulion Income-fax Act, igc.x^ for persons tvho derive ioeeme from various source itirhndin^ 
iHJSrNESS. PROFESSION OR VOCATION, 

Ineonic~ta\ N'lar to io 

KariTe 

Status ('whether Iiidn’icluah ll.lhl'., etc; 

AJdre^.s (Ofhec ' and 'l Vt.'o'Tni - N 1 

(Resalence i 

'['elegrai’thic Address 'if aia ) . - 

Pak'i 1 

StateiTK'n! of total iMC(*rne during live ‘pjcvious 
\'car* enacd 


SiHiice of irtcornr. ■ An'joiiru of income ; Pax afrcaJy charged 

profits Sc gains. or deducted ai source* 



Sea ion A. 

T. SALARIFS. 


'The total amount as detailed in Atmexure ‘A’ ' . 
2. iNTI-RFS'roN ShiCURi riFS. 

Interest from which tax has been deducted. 
Interest which i'. tax free 
PROPKR'r^h 

Phe total amount as detailed m Annexurc ‘IP. 

4. BUSINKSS, PROiqpsSION 

OR VOCA'riOK ; O^etails m Annex- 
urc ‘C’) 

(a) Profit and gain from own liusincss. 

{b) Share of profits in a registered firm. 

(c) Share of profits in an imregistcj-d ■ 

firm or Association of persons. 

(d) Speculation Profits. 
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410 C.B.R. 


( 
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I 

5 . OTHER SOURCES ; 

(a) DivKlsnds. 

(b) Tntrrcst etc. 

(c) Source-^ oil ter than ihosc meat iored I 

above. '^Please details',. ■, 


Totai. of Si-ction.'\. 


Notrs : U) Please attach only those annexures, duly filled in, which are applicable to you. For 
example, if you had no income from salary, you need not attach An V'xure ‘AE 

' TF YOU HAP ANY CAPTTAT. GAINS OR LOSSES DURING THE T-’RH- 
VIOUS YEARS PLEASE GIVE THEIR AMOUNT AND DETAILS 
SEPARATELY ALON(S WITH THIS RETURN* 


SECTION^-^B. 


TK THIS SECTION SHOULD RE SHOWN- ANY INCOME-PROFITS OR GAINS 
WHICH ARE NOT INCLUDED IN SECTION ‘A’ BUT WHICII THE ASSES- 
SEE CLAIMS TO BE NOT TAX/\BLE FOR REASONS STATED : 


Particulars of iicins 


Am>>i'm} Brief reasons for clainiin'r the item ie> be 

not taxable 


1 . 


4 . 


Total 


PARI — 11 

Statement of sums indudexi in total income in respect of which tax rebate ia admissible. 


Items Pvs. 



T, Contributions to Provident Fund . . . . . . . i 

I 

2. Sums paid to efTect an insuraticc on the life of the assesscc or on the life of j 
* his wife, or Vicr husband or in respect of a deferred annuity ; or in the case of I 
a Hindu Undivided Family, to effect an insurance on the life of any j 
male member or his wife (the original receipt or certificate from the insurance ! 
company must be attached). . . . . . , . j 

a. Share in the income of an unregisterea firm or an association of persons 
where the tax has already been paid or is payable on the income by the firm 
or Association (give details). . . . . . . . . 

4. Other item'^, if any (give details). ...... 


Total 
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PART III 

(a^ Statement of names and addresses of all persons, to whom, assessec had paicl, ”1' h^resnous 
^rrcnt., interest, commission, rovalty or 

^mdcr the head “Salaries ) amouniing to more than FOUR HUNDRLU KUi v 

«fall such paymenti. 


S.No.: 


Name and address of the person to whom 1 Nature of 
the payment was made j payment 


Amount of 
payment ! 


Date of 
pa\Tncnt 


I Mode of 

1 payment 
t (cash, chc- 
I que or 
book ad- 
! justment) 


{h) To be filled up in the case of Hindu Undivided Families only, 
Name of family. 


Address 


S. No. 



declaration 

Ideclarc that, to the best of my 

b amount of total income and other particulars shown am uuly 

stated and relate to the year ended . . . . - ■ ■ ■ ■ ■ ■ 

other income occurred or arose or was received by 

J** 


me** 


the firm 

the famfly during the said year and 
the association 
gource of income. 

2. I further declare that 


the firm 


the family had, during the said year, no other 


the association. 


was resideni ,u the taxable territories during the ‘previous year’ 


the firm 
jthc family 


the association 

for which the Return is made, 


-ii;;;s;^i;^whichare noTrequired in the Declaration should be scored out. 
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3- IfaJso declare that I was a mar ried individual/widow/widowcr with 

unmarried 

dependent children at the end of the ‘previous year’ for which the Return is made. 


Dated 


'a'. Signature 

Status 


A FALSb OR INCORKECl DECLARATION IS LlABLl’ TO PENALTIES PRFSCRTRPD 
SECTIONS 28 AND 52 OH THE INOCME' TAX ACT aNiTsFCTiS 177 
AND 199 OF THE INDIAN PENAL CODE, THESE SECTIONS IN SO fS[ °S THEY 
■ARE RELEVANT ARE REPRODl'CED AS FOI 1 OWS 


\a} INDIAN JNC .OA'Ih. FAX AtFI , 1922. 


1.1 1 1 the Income-tax Officer, the Appellate Assistant Commissioner 
or t tie Appellate iribimal, in the course of any proceedings under 
this Act, IS satisfied that any person 


'u ; 

{h; 

has concealed the particular of his income or dclibcratclv fur- 
mshed inaccurate particulars of such income, he or it may dii-cct 
t tiat such person shall pay by way of penalty 

in the cases rc- 

{cued to in clauses ih) and (c), in addition to any tax payable by 
him, a sum nor exceeding one and a halftimes the amount of the 
income-tax and super-tax, if any, which w'ould hav^e been avoi- 
ded if the income as returned by such person had been accepted 
as I he correct income: 


P^'tson makes a statement in a verification mentioned in Section 
19A or Section 21 or Section 22 or sub-section (2) of Section 26A 
or sub-section (3'> of Section 30 or sub-section (3) of Section 33 
which is false and which he either knows or believes to be false or 
uocs not believe to be true, he shall be punishable, on convic- 
tion betore a Magistrate, with simple imprisonment which may 
extend to six months, or to one thousand rupees, or with both. 

:h) INDIAN I’EKAI. CODE : 


\X iiocvcr, being legally bound to funiisli information of any subieci 
to any public servant, as such, furnishes as true, information on 
the subject he knows or has reason to believe to be false shall be 
punished with simple imprisonment for a term which may extend 
to SIX months, or with fine which may extend to one thousand 
rupees or with both ; 


or. If the information which he is leagHy bound to give respects the 
commission of an offence or is required for the purpose of pre- 


fT his declaration is to be made in the case of an individual, 
dependent children, he should indicate their number. 


In case the 


r^Thc declaration shall be signed : 

(a) in the case of an individual by the individual himself. 

(b) in the case of a Hindu Undivided Family, by the Manager or Karta. 

(c) in the case of a firm, by a partner ; and 

(d) in the case of any other Association, by member of the Association. 


individual has 
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venting the commission of an oficncc or in order ^ 

of an offender, with imprisonment of cither 

which may extend to two years, or with fine, or with horn. 

TOrt Whoever in am' declaration made or subscribed h\ 

IPO • • Mediation any Court of Justice, or any public servant or otdtex 

prrson, IS bound or authorised by law to rcceivx ^vidc cc oT any 
fact, makes any statement which is 
knows or belicyes to be false or does not behevc to be tr ^ 
any- point material to the object for which the ^ 
or used, shall be punished in the same manner as d he gaNt 
evidence. 

vr r. T.I P/V^P FIT I IN THF ANNEXURES WHICH A'tE \PPI.ICABLE TO YOU 
MOTE.-I lease ^V n-H THE RETURN FORM. 


% 


» 



INCOME TAX RETURN FORM 


Anmexurb ‘A* 


INCOME FROM SALARjtES 

1. Name and address of the employer, . 

2. Total amount of salary, wages, annuities, 
pensions, gratuities, commision, bonus, 
lees and prc^fits in lieu of salary and wages 
due to be paid, whether received or not, 

(Lnclose a statement of monthly salary etc 

and tax deductions t hereform) . . ' / 


Add: 


(a) Cash allowances 


(b) Value of perquisites, such as rent-free or 

concessional rent, furnished or unfurn- 
ished, accommodation, free conveyance, 
domestic or personal services, other bene- 
bl or amenity free or concessional rate 
provided by the employer. (Please 
give dcgdls of each perquisite and also 
basis ol computat ion of value thereof) - 

(c) Employer’s contribution to recognised 

provident lund and interest credited to 
asscssees’ account 


rOTAL SaLAKY 


Less : 


(a) Accounts not taxable under clauses {vi) 

(ri-a), {xiv),^ (xiv-a) and (xv) of sub- 
section (3) of Section 4 cr under clause 
(iii) of Explanation I to section 7(1) or 
7(2) (i) or Section 7(2) («) of 
the Income-tax Act. (Give details) . - 

(b) Expenditure on own conveyance used 

in connection with employment. (Give 
details separately for running expenses 
and wear and tear claimed). 


Net amount carried over to Part 1 Section A 
of the Rctrun 


Date 


Signature 
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income tax return form 

ANNEXURI B 

INCOME FROM PROPERTY 




Annual 
Municipal 
, Value 


Full 
annual 
rent 
payable 
by the 
tenant in 
case the 
property 
is let 


Annual 

value 


I 


(a) 

(b) 

(c) 
{d) 



7:C)TAL 


: Owner’s burden (of rates and .axes borne).by the ten- 

ants. • ‘ ’ . ' * * 

(Give details) 

whichever is less 


Less 


(а) I /6th of ‘X’ for repairs • • * ’ 

(б) Insurance premium 

(c) Ground Rent . • * * * 

(d) I^nd expenditure but .ubject 

^*^'^o\1SSS^of%^P«centofa^ualv.du^ • 

(f) Vacancies. (Give details ^the period for which each 

property remained vacant) __ 

Net income from property 

irrecoverable Rent. (Give details) ■ • _ 


Less : Claims 
Net amotmt carried over to 


Part I Section ‘A’ of the Return. 


Signature. 


Date. 


(♦) 




..d SsslTf eS «Sip of other owners, 


pSiwsut^e extent of your ownership 
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IMCOAIP; I'AX Klfl l.'KN I-ORM 


Axxi xna: ‘ C ' 

INCOME FROM business, PROFESSION OR VOOVrjON 


1. INCOME FROM SHARE OF PROFIT ; 


.■ K ' .a .rc Pu'. -.me tirm in ., hid, a.scs.co .s a panne- o, n.cm- 

' I'’‘nwt!i>n In, cac.i n'.a\ bo m rhe pillowiiifj form . 


dn REGISTERED FIRM. 


Xil'Tie aiiel ativircss of 
:ifc firm. 


lnconiu.-t; 4 x Cir-j 
clc ia winch the: 
firm is assessed | 
or IS assessable. ' 


Name 01' oadij Rosideiuial ad-! Slmrc m caeli 
partner indiij- j dress of csich : partner includ- 


ing the asscssce..' f>arO\T, 


ing interest on 
capital, cora- 
mission or other 
rern uric rat ion, jf 
any Ad VC 
dcodis I 


i’- UNREGISTERED FIRM OR ASSOCIATION OF' PERSONS. 


Name and address 
of tile firm or Ass- 
ociation of I\>rsons, 


: Income* tax 
(.•ircic in w'hich/ 
the firm or 
I iASSOciatuin of 
' Persons i.s as- 
, sessed or asses 
i sable. j 


Name of each 
partner or mem 
her including 
the asscsscc 


'Resident u;l : 

address oi each, 

! partner or i 

, member. ,■ 


i 


Share t'i’ partner 
or metnlxT 
including sala- 
ry, commission 
or orlier rc- 
muneraTion, if 
any '(dive 
details;. 


(2) INCOME FROM OWN BUSINESS : 

(i; (a I Name in whch the business, profession or 
vocation is carried on . 

,/?) I rincipal place of business, profession or 
vacation ... 

,e) Location and style of branches, if any 

I 
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J I ’lease state : — 

1 . What books of account, if any. were kept 

by or on behalf of the asse^sec tor tiic 
‘ previous year’ endeo. . . 

2. By whom were tho-,e bo-^ks o\ account 

kept ; rStaio name and address). . ■ 

r Is the return in accordance with those 

books ? . ' • ■ ' 

4 If the reuii-n is not in. accordance witii 
rliosc books, on what basis and upon 
v/hat infonniilion has the return been 

prepared ? . . ■ 

’I If the ;\c:o.int> are kepi on liv mercantile accouni,- 

anev or book i)r )fit system, a copy ol -he inanu - 
f iguring ac x>unis or trading accoiuns. the I ndu 
aiui Loss Accoanis and Balance Shc-n or I na 
Balances must be attached to this Ketnrn. II 
the accounts arc kept on any other sysicnK the 
name or dcscnptu'n of the system is to be states 
and a cepv uf any suitemcn: u Inch corresponds 

to tlic Profu and I.oss Account and Balance Sk.eet 
in the mercantile Accountaticy system nntsi be 
attached to this Return. . • • • • 

( V 1- Protir or loss as inn Pioth atuU ay.s 

(or statement corresponding to I rohi amt 

Account) for the year ended 

i ld : (Deduct if the above figures is h'ss.; 

(a) Expenses which are not allowable under the pro 
sions of sec. lO of the Income -ia>: Act, imC-. 

' f; Reserved, for bad debts ... - R ' 


\ii ‘ (fharity or presents. . • • * ‘ 

[Hi) Cipilal expenditure . . • • * 

(iv) Income-tax or Super-tax , . - • 

(v) Drawings of proprietor or partners. 

un) Salaries, interest and commission p-aid or 
credited to the proprietor or partners . • - 

Cost of alterations in or additions, extensions 
or improvements to any of the assets oi busi 
Hess, profession or vocation • • • 

{uni) Private and personal expenses . 

(ix) Any other expenditure not wholly and ex- 
clmively laid out for the purpose the 
profession or vocation and not allowable u *011 
Section 10 . 


ih) Depreciation — considered separately . • 

(c) Development rebatt — Considered separately. • 

(d') Losses sustained in former years and charged m 

arriving at the figure of profit or loss shown above. Km- 

(e) Loss in speculation business— Considrered separately. Rs. 
(/) Other adjustments, if necessary . 


Pot At 
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B.F. R* |Rs. 


Deduct : (Add, if the above figure is a loss) 

(a) Income from properties. Dividends, Interest 
on Securities, Capital gains, etc., considered 
separately (Give cieiails) .... Rs. 


{h) ProtiL in speculation business considered separately. Rs 

fG Depreciation allowable as shown in Annexure 

D Rs 

id) Dcvel^>pmcnt rebate as shown in Annexure 1 ). . Rs 

(<r) Expenses wiiich are allowable under the pro- 
visions of Section lo of Income-tax Act, 

1922, (if not charged in arriving at the above 

ligurcs) (Give details). . ' .... Rs 

(/; Other adjustments, if any. (Give details o ♦ Rs 

- ^ — Rb. 


Profit (or loss) carried over to Part 1 Section . 

B of the Return. 

( 7 ij Profit 01 los:; in Speculation Business . . . id Ks. 

Deduct : (Add if t he above figure is a lo.ss) 

Loss ill speculation business brought forward 

under Section 24(2) Rs. 


1 ‘roht (or loss) carried over to Pan i Section * A 

of the Return. ...... Rs, 


Nt 


Date 


Signature 


Note. — C ompute net assessable profit or loss in respect of each business separately in ij.t 
above form and carry over the consolidated figure to Pan-I, Section A < f the Rtu ir, 




income tax return form 
Annxburb ' D * 


depreciation and development rebate 


Scaicm-iit of parriculars 


for arriving ai the amount 
Rebate Allowable. 


of Depreciation 


and Dcvciopincni 


Buildings Machinery Furniuirc 

and plant 


I 

I 


% 


( 


A DEPRElJATIOK 

I, Description o! the asset. - • • ' 

2 Written down values as at t he beginning of 
the accouiiting period . • • ' 

CapitHlexpenditutc during the year for 
^ additions, alterations, improycnicnts and 
eSons (Give dates on which additions, 
etc., made), 

, If a Plant or building ot 

4ld or discarded during the v^r, shoe 
in this cohimn the vyritten 
the b^'ginning ot the accoimtuig P i i ^r 
the hltte for which it is actually sold or 
its scrapvalue. ■ ♦ • * ‘ 

5 . Amount on which depreciaion is now 

allowable, . • • * * 

6, Prescribed rate percent, . • • 

Mo of months of user of the asset (give dc- 
mils of double shift working separately). 


8. Depreciation Cloifncd^ 

(a) Normal .'••*** 

(h) Extra shift allowance . • ^ • 

(c) Total carried over to Annexurc C * 


Development Rebate 

1. Description of new machinery or plant 

installed, • • ‘ 

2. Date of installation and the bringing into use. 
, Actual cost of new machinery and plant ins- 
talled. 


Amount of Rebate 425 % of Tnnlxure 
(col. 3 above) earned over to Annexure 

•c’ ••••■■ ’ 

Amount debited to Profit and Loss account 

credited to Reserve account. • • R* 

Signature 


Date 
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APPi'MDIX- VI 


■"b S’i'A71:MHNT OF TOTAl. WFALTH 

■'A*iSC*Ts minus liabilities' 

[.Sc’d' ciriptcr 2, paragraph 2.29] 


■or Oiii 


an individual 
Kan a J H.U.h'. 


Address 
as at . . 


Inaunc-rax ( arclc/Ward Distric ( i.l.K’ . N<i, 

I’art I. IV'calth as f>cr /lao7ini Boit/<s oj lUi^incss.e,^ . 


N iiuv and s; vie undcs \vhi..h lAtcni i)!' propriciorv 
and the adiiicss at which the interest, 

hnsines'i i.s carried on. 


balances as per \ arious (..hirreni/ 
S us pense / R e s c i c / C ap i t ai Ac- 
Ciinnf,, Ban a Khata, etc., 
owned by you in any name 
whatsoever, 

' CO\x separate details for each 
account 


I 


\j ) 


J} ! 

(Hi 


'Totai 


Xc>Ti': — Cs'pics ol d'rial B danc* or B dance Sheet for each business should be attached 


I’AKT If.. Assets an'suh' the /IciOri/i/ Ihfaks of the HusUiess. 


' *A ' I fumovahlc proper fy Landed an d or House I^roperiy held in own and/or any Other 

name) 


Description oi' 

. various items. 

1 Date of 

i acquisition 

Cost, it; Cost of suhse- i 
purchased. quent additions 

and improve- j 
‘ invents from the , 
) date of acquisi- i 
1 1 ion of statement. 

'Foial cost j 

( 3 --4- ; 

i 

1 1 

1 i 

Remarks 

I 

1 

I 2 

r> j 4 j 

5 , 

6 

(i) ! 

(ii) i 

(i'll) j 


1 i 

1 

! « 

i i 


Total. 1 


' * ‘ 


3M 
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Intportani \orfs 1 I ‘ 'i* 

■' 


Bi Moveable properly 


r Balances in iiccnunt with Hank'.. 

S-vines C. D., etc., including l’.t>. S.nmg IMni" 
account,’ l.cld in own or ot her .wines and ^ 
of th^ banks, rhe types oi ;K:c<>unis anu t .. 
in which the itccounts arc nvnn'.ainca .. 

,v. Securities, loans and dcbeni ares ■, inchiding 'rreasuo 
^ Bills, Pn/.c Bc.nds, Bearer lioiuis. w, . h K1 
own or any .sther name wliaicvcr. 

I V^rmsit- advances and loans vuth i iovernmciU 
cw .iu!funis, indivuuwls cc.. c.iUer m own 
or any other name. 


ID) Shares in J '>int Stock Comy>anies 

,1 cash hruts.de the account books but 

' kept with self and anv tamdy meivilK i and m an> 
lv)ckcr or anyvvlierc else - • 

m) Bullion, ornaments, jcwcllerv . - * 

' alinubs' poiif'y aiufim^uirer policy, year in which 
raken and annual prcmuim payabw. - 

viH) Any other assets, not specilied abox c. 

Total oi Balt T 1 A - B ' 

'i'oTAi Aslts (I f II'* 


''.X, 


[Jahiliiies oivisnle the books. 


ltHI.- 


(tfO 


Total Liabilities 


(Y 


IV 


.— NET WEAl.l'H (X— Y) 


Past 
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Part. V. Brief details of esependiture. 

motor cyde^'''n/r'inRthrpM 

piwse state , i s make and average momhiy expj^d?- 

) Whan,, vmi ..ivcrage monthly expenditure? 

OECi.ARATION 

*ta.emernis"t[’;;ta"and^Xlet?- ^ inh-rmation g.vcr, in the above 


Sigfuilure . , 



appendix-vi 


(f) ASSESSMENT FORM 


Assessment for 19 . . 
Income-tax Act 3 1922. 

>;!amc of asscssce. 

Address. 

Accoimting pcriod(s) 
Nature of business (cs) 


(See Chapter 2, Paragraph 2.29) 

CIRCLE COOH No, 

,0 under Section 23(1) of Indian 


District or Area. 

G.I.R. No. 


Whether : Resident 


a,ui ordinarily rrddent I Resident, hut not ordinarily retidentj Son-retio 


The assessec hied the return of income on . 
as under : — 

VMfj I — Computation op Income 


The total income is assessed 


Detailed sources 


of income 


Income-tax 

Amount of ; already ; Code N . 
income : deducted or , 

thervvise paid 
at source. 


1. Salaries • • 

2 . Interest on Securities 

3. Property • • * • 

4. Business, Profession or Vocation 

<. Other Sources (in the case of dividen^ 
“ the gross amount liable to tax and the 
appropriate tax should be shown) 

(0 Dividend . . • • 

(«) Interest on deposits etc. . 

(m) Others . . > • 


Total Income and Tax deducted ok 

PAID AT SOURCE 


"Entry under this column may^be made only in the Office copy. 
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394 


P.\RT II~ 


-SUMS ON^TO^ respect OF WHICH 


«Lai 

Da 


Items upon which relic! is due 


(a\ Under Section 7 or on account of Provident Fund . 
{b) On accouni of fntjurance Premium 


(f.* Share from association of persons or from unregistered firm on the pro- 
tits of which tax has already been {>aid partnership profit from re- 
gistered tirm coarged to tax in the hands of the firm under the second 
proviso to Section 23(5)(a). 


'<5?; Other items 


Tot A I 


Amount 


Part III 

COMPUrATION Ob' (AX. 
UrosN Income-tax payable on Total income ;A} 

■ - - . . lfico}iU'~iax\ 

Tax deducted or otherwise paid at source {See Part I 

PrOfV)rtjonate tax on the total amount upon which relief is due 
{Sre Part; 1 1). .... 


Fotai. 


payable 

Net aniouni ol tox 

refundable 

(in figures) 

Demand Notice for Ks and Chaian. 


Date ; 


Income-tax Officer. 

(Oflicc Seal) 


APPENDIX VI 
(See Chapter 2, paragraph 2.3c) 

(d) Notice under Section 23(2) and 22(4) of Indian Income-tax Act, 1922. 


If 

♦ 


Income -tax Circle/ Ward/District 


G.LR. No. 


To 


Place 

Office Address 

Dated, the I 9 


Dear Sir/Madam, 

In connection with the assessment for the tax year x;; of iQ2^a7^ The^c 

or produce or cauL t"be%rodu^ tL said u me any documents, accounts and other evt- 

dence on which your return has been based. 

2. In particular, will you be good enough to produce or cause to 
and at the time mentioned in para i, the accounts and/or documents specifted as under . 


4. 


2. 

3. 


5. 

6 . 


3. I may mention here that failure on the part of an ajsessee ^ juX- 

■of this notice will result in an exparte assessment to the best of the Income-tax Officer )uac 
ment and it may further entail a penalty or even prosecution. 

Yours faithfully, 

Income-tax Ojjicery 
(Office Seal) 
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410 C B.R. 


Statement shelving distribution of sta^ in various Commissioners' charges as on ist April I959- 
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APPENDIX X 


Statement showing the total revenues of the Central Government and revenues from direct taxes during 

1953-54 to 1959*6€ 


(Figures in lakhs of rnpecs) 


Year 

Total 

Central 

Revenue 

Corporat- 

ion 

tax 

Taxes on 
income 

Estate Taxes on 
Duty wealth 

Expen- 

diture 

tax 

Gift 

tax 

Total 

direct 

taxes 

I 

2 

3 

4 

5 

6 

7 

8 

9 

1953-54 

4 > 73,17 

41*54 

1,22,84 



■ 


1,64,38 

1954-55 

5512*65 

37*33 

1,22,26 

81 




1,60,40 

1955-56 

5>6 i ,35 

37,04 

1531*36 

1,81 




1,70*21 

1956-57 

6,51,12 

51,18 

I *5 1 *74 

2,11 




2,05,03 

1957-58 

(Accounts) 

8,06,04 

56,13 

1563*70 

2,30 

7*04 



2*29,17 

1958-59 

(Revised) 

8,17,27 

56,00 

1,62,50 

2,50 

10,00 

I . ,00 

1,20 

2,33*20 

1959-60 

(Budget) 

8,75,80 

58,75 

1,66,25 

2,85 

i3»oo 

1,00 

1,20 

2,43*05 


Source : Budget Memoranda. 


N:>th. - Figures in all the categories include States’ share. 


APPENDIX Xr 

Statement showing total number oj assessments completed^ total income assessed and total tax 


Grade of total income 



1953-54 


1954-55 


No. of 

Total LT., 

No. of 

Total 

I.T., 

assess- 

income S.T.& 

assess- 

income 

S.T. & 

ments 

assessed S.C. 

ments 

assessed 

S.C., 


etc 



etc. 




Rs. 

Rs. 


Rs. 

Rs. 

0 — 5,000 

1)57,619 

6,319 

157 

1,31,588 

5,371 

132 

5,001—10,000 

. 2,01,165 

14,166 

522 

2,12,039 

1,50,70 

559 

10,001 - 25,000 

1,07,542 

16,131 

1 ,406 

1,13,568 

16,928 

1,435 

25,001 —-50,000 

. 28,460 

9,986 

2,278 

27,842 

9,731 

2,183 

50,001 -100,000 

6,655 

4^763 


5,889 

4,232 

1-635 

100,001 “200,000 

2,687 

3,670 

1,858 

2,590 

3,530 

1)765 

200,001 — & over 

2,268 

23,091 

10,971 

2,204 

21,104 

10,038 

Total 

5,06,396 

78,216 

19,044 

4,95,720 

75,966 

17)747 



d^mi iizcl (t 'lchidtng surcharge*) according to selected grades of income during the years 1953-54 

to I957“5^^ 


(Rupees in Lakhs) 



1955-56 



1956-57 



1957-58 


No. of 
assess- 
ments 

Total 

income 

assessed 

I.T., 
S.T. & 
S.C. etc. 

No. of 
assess- 

mens 

Total 

income 

assessed 

T/r., 

S.T. & 
S.C. etc. 

No. of 
assess- 
ments 

Total 

income 

assessed 

LT., 

S.T. & 
S.C. etc. 











Rs. 

Rs. 


Rs. 

Rs. 


Rs. 

Rs. 


5 .f 9 i 

135 

1,29,155 

5.189 

131 

1,76.879 

7.203 

134 

2,32,643 

16,463 

596 

2,61,416 

18,324 

646 

2,87,t4S 

19.953 

651 

1.23,221 

18,204 

1,587 

1,38,543 

20,625 

1,869 

1,51,569 

22,584 

2,016 

27.135 

9,t68 

2,091 

32,260 

T r , T 1 8 

2,416 

36,658 

12,697 

2,687 

8,017 

5,396 

2,116 

12,256 

8,262 

2,493 

14,285 

9,631 

2,728 

2,522 

3,416 

L 757 

3,572 

4,846 

2,024 

4,183 

5,641 

2,233 

2,235 

20,353 

9,910 

2,700 

25,207 

12,079 

2,656 

23,343 

11,767 

5,27,737 

78,490 

18,192 

5 , 79,902 

93,571 

21,658 

6,73.378 

1,01,052 

22,216 


Source : All India Statement No. 5 of all India Income-tax Revenue statistics. 


appendix XII 


Statement 


thawing total number of assessments completed total income 


assessed and total tax demanded 


1953-54 


Individual Hindu undivided families 


tat( 

Grade of total income 

No. of 
assess- 
ments 

Total 

income 

assessed 

Total 
tax 
(i.e.y 
T.T.,ST 
& S.C.) 

No. of 
assess- 
ments 

Total Total 

income tax 

asses- 

sed IT-S.r. 

& S.C.) 




Rs. 

Rs. 


Rs. 

Rs. 


O — 5,000 

1,46,983 

3.735 

127 

2,830 

II5 

2 


5,001 ‘ "10,000 

1 57736 1 5 

6,766 

431 

I 5>052 

1,208 

38 


10,001- 25,000 

. 85,666 

5>474 

1,049 

16,015 

2,395 

191 


25,001- -5O3OOO 

22,172 

3,010 

1.684 

3,808 

1,326 

281 


50,001 —1,00,000 

4,680 

1,004 

1,268 

737 

526 

194 


1,00,001- -2,00,000 

1,558 

559 

1. 142 

287 

386 

201 


2,00,001 and over 

666 

632 

1,821 

1 18 

463 

324 


Total 

4.39.340 

21,180 

75522 

385847 

6,419 

1,231 


404 


{tnchiiing s'lrchirge) according to the selected grades of income and classes of assessefs for the year 

1953-54 1957-58 


(Rupees in Lakhs) 


1953-54 


Unregistered firms and 
other association of 
persons 

\ 


Companies and other 
concerns assessable at 
company rate 


Total 


No. of 
assess- 
ments 

Total 

income 

assessed 

Total 

rax 

(i.e.y 

I.T., 

S.T., 

& 

S.C.) 

No.of 

assess- 

ments 

Total 

income 

assessed 

Total 

tax 

(*>•> 

I.T., 

S.T., 

& 

S.C.) 

No. of 

assess- 

ments 

Total 

income 

assessed 

Total 

Tax 


Rs. 

Rs. 


Rs. 

Rs. 


Rs. 

Rs. 

4>950 

206 

5 

2,856 

52 

21 

1.57.619 

6,319 

157 

7»353 

522 

20 

1. 145 

84 

34 

2,01,165 

14,166 

522 

4^263 

651 

57 

1,598 

264 

III 

1,07,542 

16,131 

1,406 

L144 

407 

88 

1.336 

510 

224 

28,460 

9.986 

2,278 

345 

252 

91 

893 

665 

300 

6,655 

4.763 

1,852 

132 

178 

86 

710 

998 

428 

2,687 

3.670 

1,858 

89 

457 

308 

1.395 

19.423 

8,518 

2,26s 

23.091 

10,971 

18,276 

2^673 

655 

9.933 

21,996 

9,636 

5^06,396 

78,126 

i9»044 


■t 


(Continued. . . . 
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406 


APPENDIX X\\—eomd. 


1954—55 


Individuals 


Hindu 

Undivided 

families 


Grades of total income 

No. of 
assessments 

Total 

income 

assessed 

Total 

tax 

No. of 
assess- 
ments 

Total 

income 

assessed 

Total 

tax 

' — - 


Rs. 

Rs. 


Rs. 

Rs. 

0—5,000 

1,21,140 

4^995 

105 

2,373 

100 

2 

5,001— -10,000 

1,86,898 

13,116 

466 

15,133 

1,243 

38 

10,001 — 25,000 

90)185 

13,433 

1,080 

17,040 

2,519 

198 

25,001— 5050*^ 

21,847 

7,622 

1,647 

3)583 

1,230 

252 

50,001 — 1,00,000 

4,126 

2,942 

1,129 

616 

437 

158 

1,00,001 — 2,00,000 

1.558 

2,089 

1,116 

229 

314 

157 

2,00,001 and over 

657 

2,726 

1,754 

109 

502 

295 

I'OTAL 

4,26,411 

46,923 

7,297 

39,083 

6,345 

1,100 






. - 

. — 


1955-^^^ 


Individuals 


Hindu undivided 
families 


Grade of Total income 

No. of 
assess- 
ments 

Total 

income 

assessed 

Total 

tax 

No. of 
assess- 
ments 



Rs. 

Rs. 


0—55000^ • 

1,20,061 

5,061 

103 

2,580 

5,001—10,000 . 

2,06,089 

14,416 

495 

15,333 

10,001 — 25,000 . 

98,932 

14^564 

1,198 

17.41 1 

25,001—50,000 . 

21,554 

7.273 

i >587 

3.240 

50 , 003 — 1 , 00,000 . 

5,920 

3.950 

1.528 

779 

1,00,001—2,00,000 . 

1,486 

1.982 

1,085 

203 

2,00,001 and over . 

653 

2,807 

1.944 

87 

Total • 

4 . 54)695 

50.053 

7.940 

39.633 


Total 

income 



407 


5 954-55 


CRiipees in Lakhs) 


Unregistered firms Companies and other 

& other associa- concerns assessable Total 

lions of persons at company rate 


No.of 

assess- 

rrients 

Total 

income 

assess- 

ed 

Total 

tax 

No. of Total Total 
assess- income tax 
ments assess- 
ed 

No.of 

assess- 

ments 

Total 

income 

assess- 

ed 

7 ’otal 

tax 


Rs. 

Rs. 


Rs. 

Rs. 


Rs. 

Rs. 

53I68 

223 

5 

2,907 

52 

21 

I 31,588 

5,371 

132 

8,916 

631 

23 

1,092 

80 

32 

2,12,039 

15,070 

559 

4.912 

740 

61 

1,431 

236 

97 

1,13,568 

16,928 

1,435 

1,220 

425 

89 

1,192 

454 

195 

27,842 

9,731 

2,183 

321 

232 

82 

826 

621 

267 

5,889 

4,232 

1,635 

135 

190 

87 

668 

938 

405 

2,590 

3,530 

1,765 

99 

503 

325 

L 339 

17,373 

7,662 

2,204 

21,104 

10,038 

20,771 

2,944 

672 

9,455 

19,754 

8,679 

4,95,720 

75,966 

17,747 


(Rupees in Lakhs) 


Unregistered firms Companies and other 

and other associa- concerns assessable Total 



lion of persons 

at 

company 

rate 




No. of 

Total 

Total 

No.of Total 

Total 

No. of 

Total 

Total 

assess- 

income 

tax 

assess- 

income 

tax 

assess- 

income 

tax 

ments 

assessed 


ments 

assessed 


ments 

assessed 



Rs 

Rs. 


Rs. 

Rs. 


Rs. 

Rs. 

5,984 

259 

6 

3,339 

58 

24 

1,31,964 

5,491 

135 

9,990 

706 

27 

1,231 

91 

38 

2,32.643 

16,463 

596 

5,345 

798 

69 

1,533 

255 

107 

1,23,221 

18,204 

1,587 

1,176 

398 

87 

1,165 

418 

184 

27,135 

9,168 

2,091 

391 

271 

100 

927 

658 

290 

8,017 

5,396 

2,n6 

157 

215 

no 

676 

941 

416 

2,522 

3,416 

1,757 

105 

750 

502 

1,390 

16,393 7,187 

2,235 

20,353 

9,910 

23,148 

3,397 

901 

10,261 

18,814 8,246 

5,27,737 

784,90 

18,192 


(Continued . . 
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APPENDIX Xll—contd. 


1956-57 


tJ.R.F. and other 

Individuals H.U.Fs. association of persons 


No. of Total 

No. of Total Total No. of Total Total assess- income Total 

assess- income tax assess- income tax ments assessed tax 

ments assessed (i.e. I. ments assessed 

T.S.T, 

& 

S.C.) 




Rs. 

Rs. 


Rs. 

Rs. 


Rs. 

Rs. 

0 — 5,000 

1,17,625 

4^769 

98 

2,345 

101 

2 

6,071 

262 

7 

5,001 — 10,000 

2,36,151 

16,386 

545 

14,215 

1,152 

54 

9,843 

697 

2% 

10,001 — 25,000 

1,12,965 

16,766 

1,440 

18,381 

2,753 

232 

5,529 

832 

77 

25,001 — 50,000 

24>X54 

8,145 

1,844 

3>44i 

1,140 

256 

1,310 

445 

102 

50,001 — 1,00,000 

6,544 

4.359 

l>739 

839 

554 

214 

448 

314 

122 

1,00,001 — 2,00,000 

U532 

2,050 

1,179 

194 

262 

146 

146 

203 

107 

2,00,001 & over 

650 

2,708 

1,912 

77 

378 

219 

III 

516 

348 

Total 

4,99,621 

55 >i 83 

8,757 

39,492 

6,340 

1,103 

33,458 

3,269 

791 


Grade of total 
income 


1957-58 


Individuals Hindu undivided families Unregistered firms 

& other a socia ion 

of persons 



No. of 
assess- 
ments 

Total 

income 

assessed 

Total 

tax 

No. of 
assess- 
ments 

Total 

income 

assessed 

Total 

tax 

No. of 
assess- 
ments 

Total 

income 

assessed 



Rs. 

Rs. 


Rs. 

Rs. 


Rs. 

•—5,000 

1,61,251 

6,624 

96 

3,192 

136 

2 

9,335 

387 

S,ooi — 10,000 

2,49,485 

17,142 

524 

25,244 

1,934 

53 

11,193 

788 

10,001—25,000 

1,22,941 

18,293 

1,538 

21,117 

3,140 

258 

5,751 

859 

35,001 — 50,000 

27,219 

9,175 

2,046 

3,888 

1,291 

288 

12,65 

435 

50,001 — 1,00,000 

6,992 

4.658 

1,868 

888 

588 

331 

454 

311 

1,00,001 — 2,00,000 

1,663 

2,223 

1,283 

195 

259 

146 

183 

252 

2,00,001 and over 

621 

2,387 

1,677 

84 

366 

254 

98 

415 

Total 

5,70,172 

60,502 

9,032 

54,608 

7,714 

1,232 

28,279 

3,447 
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Registered firms 


No. of Total Total 
assess- income tax 
ments assessed 


1956-57 


Companies and other 
concerns assessable at 
company rates 


3,320 2,250 

899 

224 802 

6,551 5 >i 86 


No. of Total Total 
assess- income tax 
ments assessed 


Rs. Rs. 
3,114 57 24 

1,207 88 38 

1,668 274 120 

1,247 449 210 

1,105 785 372 

801 1,137 543 

1,638 20,803 9>542 

10,780 23,593 ^ oM 9 


(Rupees in Lakhs) 
Total 


No. of Total Total 
assess- income tax 
ments assessed 


Rs. 


Rs. 

Rs. 

24 

1,29,155 

5.189 

131 

38 

2,61,416 

18,324 

646 

120 

1,38,543 

20,625 

1,869 

210 

32,260 

n,ii8 

2,416 

372 

12,256 

8,262 

2,493 

543 

3,572 

4,846 

2,024 

9*542 

2,700 

25,207 

12,079 

10,849 

S.79>902 

93*571 

21,658 


1957-58 


(Rupees in Lakhs) 


Registered firms 


Companies and other 
concerns assessable at 
company rate 


Total 
^ tax 

No. of Total 
assess- income 
ments assessed 

Total 

tax 

No. of Total 
assess- income 
ments assessed 

Total 

tax 

No. of Total 
assess- income 
ments assessed 

Total 

tax 

Rs. 

... 

Rs. 

Rs. 


Rs. 

Rs. 


Rs. 

Rs. 




3*101 

57 

27 

1,76,879 

7,203 

f 34 

9 




1,226 

90 

43 

2,87,148 

19*953 

651 

31 




1,760 

292 

143 

1,51.569 

22,584 

2,016 

78 

99 

2,938 

1.310 

7 

1,348 

1,216 

487 

880 

246 

449 

36,658 

14.285 

12,697 

9,631 

2,687 

2,728 

II4 

125 

220 

4.735 

1.305 

352 

3.194 

1,726 

1,189 

00 

70 

82 

837 

1,501 

1,180 

18,984 

609 

9*534 

4.183 

2,656 

5.641 

23.343 

2,235 

11,767 


9>330 7*419 


10,989 21,970 11*051 6,73*378 I,0I>052 


So«ce : of the AU-India Income 


■tax Revenue Statistics. 


APPENDIX -XIII 


Statement showing number or assessments complctei, total income assessed and total tax 


Number of assessments 









I 953-54 

t 954-5 5 

1955-56 

1956-57 

I 95"-58 

Forc'^try, Miring and 
Quarrying 

3 >725 

3.^i4 


4,909 

4,860 

Primary industries and 
processing and manu- 
facturing ;)f food- 

stuffs 

9,000 

1 1: 

9 3Vs 

1 1,883 

11,491 

Processing and rnanii- 
lacturing— 7'cxiilcs 
arad Iratlv']- and pro- 
ducts thereof 

2,527 

S. ! 34 

^<537 

1 (X5.^4 

10,865 

Proccising and manu- 
facturing Metals ano 
chumicals a'Kl products 
dvTeof . 

2,451 

7.092 

7.768 

10.324 

T 1 . 1 1 3 

Pu)c:ssing and manu- 
facturing -- (a rnciit, 
rubber, paper and 

other mineral pro- 
uucts 

8,909 

9,182 

10, IOC 

1 2,626 

12,972 

Co'istruction and utili- 
ties 

8,688 

0,681 

11,483 

12,304 

13,484 

Co m m ' r c c , 'Fran s po r t 
and Commu u ica t i on s 

1.48.464 

1,52,887 

1,66,636 

1,84,335 

2.45,652 

Finance 

33,205 

32443 

32,418 

40,523 

40,197 

Prefessions 

30,223 

30,074 

33 > 3 I 2 

37,169 

31^507 

Total : 

2,57,252 

2,62,354 

2,83,567 

3,24-597 

3,82,141 


Source : All India statement No. 4 of All India Income-tax Revenue Statistics. 


fh^rlifferert types of busincf s and professional 

demanded (including surcharge) accoramg to the differe yp 



ircome during the 

years 1953“54 

Total income asse«>se<l. (1 

[n lakhs) 


T 

otai ta 

1953-54 1954-55 ^955-56 IQ 

56-57 ^9 

57- TQS 

7-54 t 9 : 

Rs. 

R^. 

Rs. 

Rs. 

Rs. 

Rs. 

2,898 

1 .904 

1,79^ 

1,994 

I , 6 q 8 

1.336 

3,633 

2,9H4 

4,422 

4v^75 

4.323 


3,786 

4,029 

3 ,glQ 

5i54^ 

3-5^9 

1,752 

3,715 

f2.290 

2,9^3 

4413 

4^949 

1.722 

2,210 

2.256 

2,143 

2,880 

2,391 

831 

1,348 

1.467 

1,691 

2,121 

2,240 

343 

18,565 

19,277 

19,899 

24,53T 

29,006 

4,082 

6.396 

5.896 

5,375 

8,037 

7,077 

2,282 

2,975 

2.798 

3,089 

3461 

2,889 

580 

45,526 

42,901 

45,212 

57,474 

58,092 

14491 


(In Uikhc) 

54 1954-55 l‘»55-56 1956-57 1957-5^ 

Ri. Rs, H>- 

36 S6K KIO >520 735* 

>63 1,24'' 2.091 2.006 1,964 

752 ',S98 1,755 2,687 I'^oo 

-'2.'. 946' R329 2,148 2,563 

831 859 790 1.13^ 91? 

343 361 413 528 605 

4,082 4,184 4,182 4.708 5,347 

2.282 2,031 1,840 2,793 2,498 

580 S05 58_6 548 4^_ 

^12.899 13.796 17,370 16,779 
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Statement ihoteing the reveituefrom the direct taxes collected in the various Commissioners’ charge; Jet t he i'ear ending ^I-3-^9. 
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DIRECT TAXES ADMINISTRATION ENQUIRY COMMITTEE 


Memorandum of Dissent, Comments and Recommendations. 
By Shri G. P. Kapadia. 


CHAPTER I 

Introductory observations, Fundamental issues and Integrated Tax 

Structure, 

T have varticivated in the discussions with my colleagues and we have 

LTthe?ein m. the general approeeh to the matters eon- 

stated abooefi have appended my signature to the Report subject to this 
separate Memorandum. 

Terms oj Reference and the task before the Committee. 

2 At the very first meeting of the Committee which fas held on the 
IRth 5 June 1958 I raised the question and sought a clarification as to 
wietter to cLmittee would be competent to "“ke ■'ecdn.mendat ons 
for amendment to the existing acts by h®oes®^ ^ Committee would have 
membem ^eTeii^^o^'rrfeTcnct a„“d "wSsryo^d the scope of 

Se ?lmTt‘ti’”o‘ ^cSend Iny legislative amendments t^to 
statutes. The Chairman ton agreed with the view of the mher^mem 
that the Committee would have to work within _ „ matters 

present structure and statutes, though it was 

arising out of the terms of reference and if any f oJfd ^n- 

tax laws stood In the way of its rnaking ‘“yufte riew 

formally consult the d m to Committee with- 

rsrirfhn^i 3 

SSanorpfofr— 

h?^a®t5”th“a?torto?q^^^ ca”'® '^P consideration in the 
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tjreliminarv discussions of the Committee was whether it would be com- 
petent for the Committee to suggest changes in the substantive provisions, 
of direct taxation statutes. He stated that it appeared to the Committee 
that the terms of reference did allow such recommendations to be made 
because without such changes the administrative organisation and pro- 
cedure necessary for implementing the integrated scheme of direct taxa- 
tion could not be achieved. He further stated that the Committee would 
like to be assured that this interpi-etation was correct. He also referred 
to the question of certain other changes which had been suggested and 
which changes affected the charging provisions of the existing statutes. 
Such changes, he added, may not have a direct bearing on the adrninis- 
trative organization or procedure but were, in the opinion of the Com- 
initte, essential if tax evasion was to be eliminated or inconvenience to 
assessces was to be avoided; further, that the Committee felt that even 
it the terms of reference did not cover strictly such recommendations, the 
usefulness of their report would be considerably reduced if they were 
precluded trom making recommendations of this nature. The Chairman 
desired to Know whether in the opinion of Government the terms of re- 
ferenoe were wide enough to cover such recommendations. If Govern- 
ment felt that they were not, it might kindly be intimated, he 
whether the Government would be willing to enlarge the scope of the 
t6?rms of reference to permit such recommendations to be made. 


3 The Honourable the Finance Minister by his letter dated the 18th 
of October, 1958, expressed the view that the terms of reference did 
permit the Committee to suggest changes in the substantive provisions 
of direct taxation statutes so far as they related to the administration, 
organization and machinery necessary for implementing the scheme ot 
direct taxes. As regards the other provisions he suggested that the Com- 
mittee should confine itself to such matters as would have a bearing on 
the problem of tax evasion and of harassment. A wider scope, he added, 
would make the task of the Committee too unwieldy because the Com- 
mittee had a difficult task before it. 


4. The Committee examined all these issues critically but the majori- 
ty restricted its attention mostly on items relating to tax evasion. As 
regards the other issues which had a bearing on the harassment to the 
taxpayer and the inconvenienoe to be caused, for most of the items the^r 
took the view that this could be achieved by administrative instructions 
and executive action instead of having amendments to the statutes. 
Further, in respect of certain fundamentals, they have come to the con- 
clusion that the same were outside the ambit of the terms of reference. 
Inspite of the nature of the query submitted by the Committee to the 
Honourable the Finance Minister ' and the clarification given by the 
Finance Minister, the majority have taken the view that although the 
terms of reference to the Committee restrict the Committee to consider- 
ing only the administrative and procedural aspects of direct taxation 
laws. They have at times gone into the rationale of certain provisions 
which cannot altogether be divorced from their administration. This, in 
their view, was inevitable in certain cases. They have further observed 
that they have endeavoured to confine themselves to the administrative 
and procedural aspects of these laws as far as possible. 


The above approach is not in conformity loith the approach made by 
the Committee themselves while seeking clanfication from the Honoura^ 
ble the Finance Minister and in view of the clarification had, a reference 
to the restriction of considering only the administrative and procedural 
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asvects is not reconcilable with the approach actually made 1 ^ 

not tuhscrle to the view that the recommendations are 
that the majority have endeavoured to confine themselves , 

TnistraLrJnd procedure of the laws as far as 

the question as to what exactly is meant by the adnumslraiion an p 
cedures of the laws. 

A refereme to the recommendations would at once shov/ that scores of 
(s,u« Srbocn discussed, commented upon and “ ‘■"'““-'‘y 
Sallons made m respect of such issues 

amendment of the various direct taxation laws. It shall be my » 
to comment separately on each of the relevant and important ismc.-,. 

Mu nnvroach to this basic issue is that this Committee beirip con- 
tull detail of the actual administration of die various 

MrnmMmmm 

nrm oauoed and from that point of view any recommendation 
laws can be gaiigca unc j ‘ barnssinent and/or inconvenience 

r..?r 

issue. 

General comments. 

fi The majority have recommended a scheme for expeditious assess- 
ment of persons L the smaller income group which according to tucm 

^inuM bemade xoithout resort to detailed scrutiny and the scheme woalr- 
at the same time provide sufficient safeguards against posscoLe abuse of 
SJ wheme This suggestion to my mind is one which has an exterior 
ahraefy^ only. In actual practice there would be great handicaps in 
me adn^istration and, on the contrary, it would involve greater zncon. 
venieTe and harassment to the “small incomC’ class of taxpayers, .n 
this connection in my detailed observations which follow 1 have suggest- 
Td that the problem can be solved by raising tne rnmnnum taxable limit 
Sther than having a so-called attractive system placed before the Gov- 
ernment and the public as a sort of a novel and a helpful recommemda- 
tion. I should like to invite attention to my specific and detailed obscr- 
vations in this behalf made hereafter. 

* 7 The majority have also referred to the recommendations relating 

to tax evasion and tax avoidance and have highhghted faci that they 
have devoted one chapter exclusively to the discussion of 
sures for checking tax evasion and avoidance. They have advocated the 
■granting of more powers, the stiffening of the penal provisions -^d the 
Institution of intelligence wings, police squads and other measures. They 
have not given the required consideration to the question whether^ the 
existing powers are adequate or not and whether a proper use there f 
hTs been maZ. They have also not considered the question from the 
angle as to whether it is want of proper talent in the depart rnent ^ want 
of efficiency or other reasons which muy have been responsible ® 
measure of evasion prevailing in the country- Instead of thinking m 
terms of making a fuller approach arid a forthright one to suggest legis- 
lative changes, to prevent difficult situations arising, the majoruy have 

410 C.B.R. ! 
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thought in terms of plugging the loopholes. They have not thought fit 
to accept some of the suggestions made by me with a view to simphfy the 
tax provisions and their administration and while discussing the (jnes- 
tion of public relations, they have not accepted my suggestion that it is 
the practice of the intention to foster public relations that is wanted in- 
stead of a mere precept being given. My suggestion was to see th^ the 
taxing statutes, their relevant provisions, and the administration should 
speak loudly for the fostering of public relations. In other words, the 
statutes and the administration thereof should be so shaped and regulat- 
ed that the honest taxpayer gets a full assurance that he would get a 
square deal. * 

Integrated Tax Code. 

8. The Committee were not in favour of recommending an integrated 
tax code but the recommendation in the report shows a halting 
approach by a mention being made to the effect that till such time as the 
Department and the taxpaying public gained sufficient experience of the 
working of the existing statutes, the present position may be allowed to 
continue. This recommendation, without a deilnite statement as to what 
the final goal should ba, does not give a positive recommendation. 
Accordingly, I am stating my different viev/ in this befialf. ^'he basic 
considerations for the types of direct taxes are quite different and it is 
only the procedural sections in respect of which one could think in terms 
of a collation. Obviously, therefore, an integrated tax code would ulti- 
mately mean several chapters affecting the different types of direct tax:es 
in one piece of legislation, there being a common procedural chapter re- 
lating to all the statutes. If an attempt were made to collate the basic 
provisions relating to different direct tax acts, it would result in a degree 
of confusion and the draftmg would leave several lacunae. The idea of 
an integrated tax code appears to have been borrowed from Mr. Nicholas 
Kaldor, a Reader in Economics at the University of Cambridge. He sug- 
gested a single comprehensive return, a self-checking system of taxation 
and an automatic reporting system and the various nev/ taxes which have 
been introduced since 1957 are the result of the recommendations made 
by him. 

9. The terms of reference indicate the fact that the integration of the 
direct taxation has been completed but the Committee put a specific 
question, i.e., Question No. 103 as under: — 

“Do you consider the present structure of direct taxation to be 
completely integrated? If not, what changes do you suggest 
to make it more effective in checking tax evasion and, at the 
same time, minimising the hardship that may be caused to 
tax payers?'' 

Mere imposition of additional taxes cannot and does not bring in in- 
tegration and it is a question whether the imposition of other direct taxes 
by itself would enable Government to tackle the question of evasion. 
Persons who want to evade taxes would evade all the taxes together and 
a mere imposition of a Wealth-tax or an Expenditure-tax or a Capital 
gains tax would not give that measure of protection to the State which 

is essential, f* * * 

] Thus, while additional direct tax laws may provide extra 

revenue for the State^ it would not he correct to say that they are a pan 
of the integral whole to combat evasion. ^ 

* * Vide Para 2 of letter dated 30th Not. 195S> from the Chairman of the 
Committee printed at the beginning of this report. 
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It was but essential that the Committee should have given due con- 
sideration to this matter and given their positive finding. In the fin^is- 
ed chapter the majority have now observed that they do not consider 
that the Committee was called upon to express an opinion on the parti- 
cular aspect of the matter as to whether the tax structure was a com- 
pletely integrated one or whether it was not. In my view it is very 
essential to make a definite comment on this very important matter and 
I am stating my positive views in the matter in the succeeding paragraphs. 


10. The various statutes owe their existence to the desire of the^State 
to have more revenue and to implement the suggestions of Mr. Kaldor 
who made his various recommendations in “Indian Tax Reform— Report 
of a Survey” issued by the Dcpai'tment of Economic Affairs, Ministiy of 
Finance Government of India. It is pertinent to observe iri this con- 
nection that some of these borrowed ideas lacked a basic foundation. At 
the time the relevant bills were introduced, it was mentioned that Wealth- 
tax was being levied on domestic companies in West Germany, Norway, 
Switzerland, Finland and Italy. It was further stated that there was a 
tax on wealth of individual companies m all the States m the United 
States of America, the rates some times going as much as 2 per cent. 
The respective rates as mentioned were, Germany J per cent, Norway 

0 ■ (i per cent, Switzerland | per cent, Finland J per cent Italy 

1 per cent. 

A perusal of the respective rate structures of the countries reveals a 
different position. 


Switzerland— Flat property tax of 0.075 per cent on the amount of 
capital and reserves as a Fedral levy plus additional can- 
tonement tax on capital and reserves varying from 0.05 per 
cent to 0.2 per cent. 

Finland— There is no tax on investment capital but there is a real 
estate tax varying from O'l per cent to 1 per cent. 


Norway— State Capital Tax on the net wealth, the rate varying 
from 0.2 per cent for domestic companies to 0.75 per cent for 
companies domiciled abroad. 

Sxoeden—Tax payable on the net amount of capital owned except 
furniture and articles of domestic equipment used m the 
home, the rates graduating from 0-5 per cent to 1.8 per cent, 
the highest rate obtaining for a net worth of about 
its. 9,50,000, there being a stipulation to the effect that in 
case the total assessed income from all sources is less than 
3k per cent of the capital assets then the capital assets tax is 
not levied on the part of the assets which is over 30 times 
the total assessed income from all sources. 


It would appear from the above analysis that the basic data relied 
upon for the new levies was defective. Moreover, the property tax^ 
v/Grt? confused with taxes on wealth of companies or individuals. It is 
also pertinent to mention that wealth-tax in respect of individuals obtains 
only in Holland and Sweden. 

11. Great reliance is placed on the information given to us by “experts" 
but a fuller checkup enables one to get the correct picture. Mr. Kaldor 
when he appeared before the Committee made a mention of the fact that 
the Gift Tax rates in India were low. IVhen a question was put to him 
about the effective rates of Australia, Canada and the U.S.A., he asked 
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whether the factor of the inte^ation for tax purposes of the gifts made 
ill successive years was taken into account. Even taking into considera- 
vion this factor, a comparison would show that our rates are quite high 
as compared to the effective rates of all these countries. In another con- 
text, while discussing the question of penalties and fines, Mr. Kaldor 
ooserved that the American law allowed a fine 10 to 12 times the amount 
01 tax, not just one or two times. When he was questioned'as to whether 
lie would like to cherk up the provisions of the Internal Revenue Code of 
ivmeiica, he said he had not checked up the position recently and that 
his knowledge came from many years ago when he discussed those 
mailers in the Tax Commission when the figure of 10 to 12 times was 
mentioned but he could not say whether the figure of 10 to 12 times'came 
under the head of monetary penalty or some other penalty. It is' perti- 
nent to note that the Royal Commission’s final report was presented to 

having been submitted on tho 
^Ulh ol May, 19aa When the provisions of the Inlernal Revenue Code 
from Chapter 6()— -beet on 6671 and 6675 as also the provisions of Chapter 
7a, Section /201 onwards were quoted, Mr. Kaldor stated that the law mav 
have been enanged ’i’he correct position is that at no period of lime tfie 
penat amounts of 10 to 12 times have obtained in the United States of 

apparent from The above analysis that the attention 
that ..hould be bestowed on these matters is not being bestowed In maVina 
un approacn to such matters of vital importance, a full check-up as to ttfe 
oasic data is absolutely essentiaL ^ 

13. The majority have also considered the question of the frequency in 
amendments of the various statutes and have opined that the changes 
maae grew from the desire to render maximum possible justice or rectnw 
the lacunae that hove come to light. My analysis, however, shows mat 
these changes have been made with different objectives, viz. to raise more 
rtvenues, to reauce inequalities and to plug in the loopholes. They have 
fur her opmed that the present integrated tax .structure should L teft 
undisturbed for some period of time and given a fair trial. I wish they 

considered the question from the angle wdiether the different 
"" maximum possible justice and whether there are any 
mca-sures winch require a modification or elimination. ^ 

14. Another suggestion which the Committee have made is that the 

changes in the direct tax laws should be effected by presenting the arnenrl 
mcmt bills which gained consideration by the joint^eS comSueerof 
both the Houses of Parliament and therefore provide oppor™t£ for 
mu make their representation and also enable a full and a 

f M both the Houses of Parliament. In this cranectfon 

I should like to point out that this suggestion has been made takinir inTn 

for^Tn changes of a vital charac- 

ill int aiiect tax statutes through Pinance Bills is nni 

. procoaurc r«„ns i,. pr.dicolly pi, timP or veiy little 

greet l,o„dlc.,pl to’sutap'A 



15 An additional suggestion which 1 should like 
tiectionis that the papers relating to such vital matters should 

^rthe chambers of commerce in good time and copies should he freely 
l^n%le Zmediately after these bills are introduced because, at pre- 

elapse, between tbe d.te of the ^ 

the bills their publication in the gazette and their availability to the 
TeJSels ifthelublic. It is but appropriate that the should have 

the fullest opportunity of giving their comments and the time 
should be sufficient for a proper consideration to be made. 

16 The majority have made one more suggestion regard to the 

rotes of tax and have opined that frequent changes should not be made 
In iL rain structure which must be incorporated in Jhe 

fiirther st'ilcxl that while the basic lates siiould be k.f o “ » 

the j.'l'oriflTtew ° The'’ra<er sbS"‘t«»>i regnloled 

bp the Finonce Act so thot the possibilitp of o ''*‘'‘1°" " .jpei’* 

rilled out particularly for incovie taxation, i.e, for income-tax and sup 

tax. 

Expenditure Tax Act. 

One of the . acts. ».z., «>*= f ^ nditurejax 

to this country j’" IVcrorcs by Mr. Kaldor. Tlio estimate 

yield was expected at Rs fil iqsa -59 budget was Rs. 3 crores which was 

made in respect bereot tor the 1958 

revised to only Rs- 1 ^ Omirp now made available, the amount is 

budget and ^ccor^mg t^ p'^rtion of this amount, approximating to 

only Rs. bo akhs. A ^ f indicated during discussions) 

about Rs. 56 laKhs (as Princes so that the collection 

rr^thn^^fg^ would 

Ch^chlnj £asie„ ~ 

cn^nt hut not reflected in the books of account or not drawn trom dis- 
spent but not , measure which has no advantage, is a con- 

f m tbe m ncSes o taxation and is a measure which 

cr'SteTZlt if uZiecesmry aLount of work load for the department and 

gS: SXSd un: 

of wen as on the revenue officials in checking it, 

thaf R may Sever aLme the role of present income-tax as a tax embrac- 
inff 9 /“i if not 3/4 of the whole workmg pnpulafon of the country hut 

of tax administration customary in Britain. He further opined that it 
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would be impossible to think of replacing the present system with an 
expenditure tax system at one stroke— that there was well over a hundr- 
ed years experience in administering the income-tax law while there was 
no such experience concerning the expenditure tax and until some prac- 
tical experience was gained in its administration it was not really possi- 
ble to foretell with any confidence how difficult its administration would 
I^ove in practice. And he made a further suggestion that assuming that 
the superiority of the expenditure tax over the income-tax from the point 
of view of equity, incentives and economic sufficiency is as great as was 
claimed by him, the only practical line of advance was to make a cautious 
beginning by introducing an expenditure tax side by Bide with the existing 
income-tax so framed as to apply to a limited number of taxpayers only in 
the top brackets. In spite of these qualified observations and the cautious 
approach suggested, this novel measure found place in the Indian statute 
book. Experience has shown that it does not gain a substantial amount 
of revenue, it causes great inconvenience to the respective taxpayers and 
that it is a measure which causes administrative diffiulties to an extent. 


18. There are some other aspects of this tax on which I should like to 
locus attention. It is a question whether one can measure with a degree 
of accuracy the saving which an assessee may have and unless the fullest 
delving into the personal affairs of the taxpayers were to be made and 
information to a degree collected, it would not be possible to gauge 
matters correctly Such a tax introduces a most undesirable factor that 
to avoid the tax the respective taxpayers would be more inclined to resort 

hoarding would get aggravated with all its 
implications and impact on the economy of the country as also on the 

taxpayer. And further resort to cash transactions 
would be an added l^oad to tax evasion. It would be difficult to make a 
durable consumer goods and those which are not and 
therefore the amount of taxable expenditure and the saving would be 

tatepretatiin wanf an 


that^th^^m-Jfn ^Hof’ Committee stated 

S Expenditure Tax Act of India was the link 

il^nosJhlp In principle and made the tax 

impossible to administer in practice. He was further of the view that 

SStv exemptions. He saw no justification in 

exemDtion^ ”” expenditure should be given a wider range of 

not introduce 

measures which the customers of government, i.e., the taxpayers would 

therefore they must get their co-o^Ltion. He 
he fllt^sS ^ number of exemptions even though 

consum?tion^lvn^nH*/^^ exemptions of the kind where items of personal 
eoW -3 ^ if exempted. He further opined that pur- 

t i on ^ .lewellery was an investment and therefore its exemp- 

s imnHon TT oases was not destroyed by con- 

do^e Zav wft "J^orved that restrictions of exemptions mXst be 

When he^jJ jL i ^^^^^^al manner and things should be tightened later. 
snefdiTfrf ^ ^ a question as to whether such taxpayers would be 

?SSflSv'fh7/rf^ ^ 0 . K^dor gave only 

and in renlWo u" income spent much more 

of rnonies^mitsiHp^H amounts would not be spent out 

^hat it was a question of 

that tL°C^n^re<=t ‘discussions he referred to the fact 

nat the Congress Party and Government were very much alive to the 
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1-1 erinrinmic ineaualitv in a poor country and there was a serious 

^^*^^p^^ead although nobody quite knew as to how to give proper effect 

^nOOO or whatever it was- Incidentally, he said this was the 
S:fc exem& I" this context he further 

basic cx p hplipvp that such a proposal could be eiiectiveiy 

"S^r^'^l^fcounto Ite '?"*■ 

' objective which had an eglitarian purpose and this was new 

niinatinn that Mr Kaldor gave to the Committee. And in further clan 
fication of the question about monies being spent out of accounted re- 
^ fhFmatter was one which was related to the tackling of the 

qSion of evasion and the roping in of unaccounted monies taxation, 
x/Tt' TCnlHor oertinentlv observed that if this was really done, j 

incentive? of^Svteg out the progressive tax 

leyond a expLditure basis rather than on income basis. 


90 Incidentally I should like to make a mention of the fact that the 
majority, while recommending the so-called attractive sma ^^m 
group isessment scheme have recommended that ^®^tth statemen 
should be called for in all cases which are not liable to wealth tax cmc 
in every four years and for that purpose they have suggested a form 

relatinc to the expenditure of the assessee and the expenditure tax shadow 
has lh& been extended even to the smallest Jhau““ ”” 

greater detail the implications of this new scheme and it stoll be my 
Endeavour to point out that there is no need at to have a scheine becau^ 

the majority could not think in terms "„7the 

and having made it voluntary, the question of opting .. 

“Ses because, for all assessees the statutory provisions would be identi- 
’ cal and even without a scheme if the Department so thought 
accept the returns for a number of years in appropriate ^asas^ IUs there 

fone a misnomer to call the procedure .f "®'YJ‘' 3 Xoorte?e 

I shall also endeavour to point out in greater detail under ^^^whfch 
head the drawbacks and shortcomings of the so-calle small 

would create greater harassment and more inconvenience to this small 

class of taxpayers. 


21 The above analysis would show that there is no 
the retention Act!" which hal no 

imtf^calTand whU:h\s unnecessarily frittering away the time of the 
assessing cheers without commensurate advantage. 


Raising of Minimum Taxable Limit, 

22. In connection with the so-called new scheme for small-income 
group, / should like to make a positive suggestion that the minimum 
taxable limit should he raised. The majority have come to the conclus- 
sion ihat su. h a suggestion wou d be outside the terms of reference of 
the Committee or the scope of its work but I respectfully disagree with 
this view. At present the time and trouble involved in handling the 
small cases is out of all proportion to the revenue raised and ihat is the 
very reason why the majority have thought in terms of suggesting the 
so-called small income group assessment scheme. They have therefore 
conceded the position that administratively ilie lowering of the limit or 
the ;ncv)inc categ'nies in the lowest base cause so much amount of work 
ior^tlie department and from the point of view of administrative efficiency 
ana uti lisa ion ol the departmental pei'sonrie^ for giving more^ attention 
to income groups ol the higher categories, a recommendation to raise the 
minimum taxable Imit would be one which would definitely come with- 
in tne scope of the terms of reference of the task before the Committee. 

23. The limit was lovrered at the time the 1957-58 budget proposals 
were considered and implemented. Phillowing is the extract from the 
speech of the then Finance Minister: — 

‘T propose also to widen the present income-tax base by reducing 
the taxable mmimum from Rs. 4,200 to Rs. 3,000. The mmi- 
mum limit had been raised over tlie past few years mainly 
for adminh'traiive reasons. An income of.Rs. 4,200, modest 
though it is in absolute terms, is quite a large multiple of the 
average level of incc^me in the country. It is reasonable to 
expect that those with an income of over Rs. 3,000 should 
also make their contribudon, however, small to the Public 
Exchequer, and should come within the range of dirert taxa- 
tion. As development proceeds, there will,' I expect, be a 
laige and progressive increase in the number of incomes 
v/ithin this range and I think T is essenlinl, if the Exchequer 
IS to benefit proportionately from the expansion of incomes 
consequent on development, that these incomes are brought 
within the income-tax range. I therefore, propose to place 

at Rs. 3,000 for individuals and 
Rs. 6,000 tor llmdu Und vided Families. I propose, however, 
to couple tin’s with an increased allowance for married peo- 
ple. The extra tax-free slab of Rs. 1,000 which at present 
applies to married people will now be rais-ed to Rs. 2,000. 
Ihe wider coverage of income-tax consequent on this set of 
proposals will bring in about Rs. 5 crores this year.” 

It would appear that the Honourable Minister expected a revenue of 
Rs. 5 crores as a resuH of the lowering of this limit but the actual result 
was a recovery of less than one crore of rupees. 

24. I should also like to focus attention on the observations made by 
Shri M. Ananthasayanam Aiyangar when the Finance Bill for 1950 was 
being discussed in Parliament. In discussing the question of raisins* of 
the minimum taxable limit he said: ^ 

“Likewise we have increased the exemption limit of the undivided 
Hindu Family to Rs. 7,200, on the basis that an undivided 
Hindu family consists of at least two mdividuals. There are 
of course many persons who feel that with respect to indivi- 
duals the exemption limit could have been raised to Rs 4 000 
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or 5,000. Even by our having fixed it at Rs. 3,600, n^rly a 
lakh of persons have benefited by the concessions. On this 
item alone the Exchequer will lose nearly Rs aO lakus. 
Though it may be argu-ad that we have a surplus budget, 
we have to be prepared lor any eventuality on account oi 
the unf or Lunate happemngs in the East. Tliereiore, we have 
to be careful and ought not to fritter away wiiat liUie sur- 
plus we have been able to accumulate or what little suipius 
IS expected during the course of the year. But a relief to 
the middle classes wms absolutely nece.ssary. Dui’ing tnc wai 
the richer section of the population tlourished. ihe pooler 
section of the population like factory and railway iaoour also 
kood to gain, because their wages w^eiit up throe or lour 
times. Wiiile in ihe case of labour all t1ie mcmoers o.i the 
fam iy work, in the middle class lam lies tncie is only mie 
earning member. The middle class is the ba. kbone oi nc 
country; it is the most vociferous section tiiat const i tires 
public opinion; the major part of the services DoUi in the 
Centre as well as in the provinces is drawn :ro:n Unit sec- 
tion of the community. For all these reasons tncir Imthful- 
ness and contentment is of the utmost importance ioi tiie 
welfare of the country. I am tliereiore thankful to the lion 
the Finance Minister for having consented to this relict to 
the middle classes.” 

25 There is yet another aspect of the matter which requires to be 
considered. The amount of tax payable individually by the lowest cale- 
eorv taxpayer is negligible and the taxpayer is mostly ignorant, ^umel- 
fus compiSnts aboh the harassment at the hands oi Inspectors have 
been voiced and representatives from chambers y commeice at smallei 
nlaces have brought this aspect to the notice of bigger and organised 
chambers of commerce and I have had a persona^ indicat on oi . hese dilii- 
cult es as a result of my association with the organized chambers ol com- 
merce and industry. The lowering of the taxable hb 

of appeal about the smallest taxpayer participating in the I % 
the fact remains that most of the assessees in this class ait illttraU and 
with the sma/l income and resources at their beck and call, tney are in 
aiosl^ionofcUmMage and it is but fair that the State gives them full 
pZtection and does not expose them to T/ie 

ment at the hands of the inspectorate class as also o hms. ^ nf hfra" ,v!>r 
that would flow from the elimination of .yy ^ 

would be so great that it would compensate the 

the revenue sacrificed. It ivould also provide the necesmry ci ^ 

for the lowest cateerry taxpayer. I would there tore 

with a view to strengthen 'y' essen- 

nnd nvfh a vH'w to introduce the element of efficiency winch u. so cssen 

Zt ms of 'mmi- m m isn. 

should he raised to Rs. 5,000 for h rr r ’ ' 

at least Rs. 4,200 for Individuals and Rs. 8,400 for H.U.t. 

SiTuplificcition oj the Statutes. 

26. The maior ty have 

short paragraph. They have opined tha ^ j arranged more 

reduced to ih^ barest minimum and the '^^bigui- 

loeicallv and P"pressed in a clear lan.^a.^e, muc ^ ^ 

ty would disappear. They further observe 


LUA-’i Ml -a 

that the T.>aw Commission 
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have prepared a redraft of the Income Tax Act largely fulfilling these 
requirements. ® 


27. I wish that the majority had given due weight to the observations 
contained in paragraph 1080 of the U. K. Royal Commission’s Report 
which was fully discussed by the Committee. 


I reproduce the relevant portion below for a ready reference. 

“The Law of income-tax is not singular in that respect. Though 
it may represent a rather extreme instance of a modern 
malady. In any case, if the layman is to know where he 
stands he will have to take a satisfactory explanatory mate- 
rial from the department, not on his personal study of legal 
provisions. What we have in mind goes wider than this; it 
is that the sections themselves as well as the forms in which 
they are expressed are difficult and complicated; and the 
difficulty of grasping them is added to by the very great 
volume of the government material. In those circumstances 
it seems an obvious duty to urge that an effort should be 
made to produce some greater simplicity, atleast of structure 
and expression.” 


I should also like to place the correct position so far as the Report of 
the Law Commission is concerned. No doubt, the Law Commission have 
made an effort to express the various provisions in greater detail but in 
doing so the compass of the legislative provisions has expanded More- 
over, the Law Commission have not considered the question of simplicity 
from a funclam<ental aspoct and their work was restricted to the re-writing 
and redrafting of the various provisions and indicating certain changes in 
respect of particular provisions. A reference to the introduction to the 
Commission of India (Twelfth Report) on Income-tax 
Aot, 1922 indicates the position in this behalf under paragraphs 5 to 11 
This portion is reproduced below for a ready reference: 


5. As the first step in the simplification of the Act, we have made 
a fairly logical rearrangement and re-grouping of the sec- 
tions of the Income-tax Act. Each chapter deals with a 
particular topic. 


6. The next step was simplification of the language of the Act. This 
was done by splitting up the present sections, which run into 
several pages, into independent sections. Wherever possi- 
ble, provisos were removed and were converted into inde- 
pendent provisions of the Act. 


7. As our terms of reference implied the restriction that the tax 

structure should not be altered, no major change affecting 

provfsions^^^ ^ iriade in the substantive 

8. We, however, felt that a few minor changes in the substantive 

parts and a few major changes in the present procedural pro- 
visions would make for simplification. These changes have 
been made and will be indicated in the appropriate |laces. 

9. We would like to say at the outset that there can be no real 

Income-tax law without a simplification 
f/nrP i structure. As this was beyond the purview of our 
tv rkj our task of simplification has been greatly hampered* 
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10 We have examined the Income-tax Acts of other countries to 
study the scheme of arrangement of the sections and the 
manner in which analogous provisions have been dratted in 
those Acts. We have derived considerable help from them. 

We wish the Indian Legislature would simplify the tax 
structure of this country on the lines adopted by some other 
progressive countries, 

11. We may also add that in framing our proposals we have not 
been unmindful of the recent taxing statutes enacted in India, 
such as the Estate Duty Act, the wealth Tax Act, the 
ture Tax Act and the Gift Tax Act. We have examined these 
statutes, and where we thought desirable, drawn upon the 
provisions of these statutes in framing our proposals. 

It will appear from the above extracts that according to the Law 
CommZsLnTo reil simplification of the 

without a simplification of the tax structure and this task was beyond the 
p^rviZ of their work and they further state that their task of simplifi’ 
cation was therefore greatly hampered. 

The present structure of the Income tax Law has been the ^ult of a 
hanhazard growth and the confusion created can best be described by tlm 
foUowing observations made by the Law Commission m their study report 
in the 2nd paragraph of the introduction; — 

“The hopeless confusion into which the Income-tax law has fallen 
is mainly due to precipitate and continuous tinkering with 
the Act by the legislature. The amendments to the Income- 
tax Act have been so short-sighted and so short-lived as to 
rob the law of that modicum of stability which is essential 
to its healthy growth- Before the provisions of the Act can 
£ sufficiently clarified by the judicial process, new provi- 
sions are substituted in their place. In legislation as 
fields of human activity, it is well to bear m mind the dictum 
of Bacon. ‘Tarry a little, so that we may make an end the 
sooner’ Stability is most essential to the proper admmistra- 
“on of a taxing Statute, and if the tax structure of this 
country is to be put on a sound footing, it is essential that a 
halt should be called to the making of ill-digested amendments 
in a frenzy of hurry which has characterised the history of 
income-tax law of the last few years.” 

The Law Commission further observe that the Government had a.sked 
them to reTiseThe Income-tax Act so as to make its provisions more 
• +^rr,mim xnrithmit affecting its basic tax structure but the question of 
triplication so far as the tax structure is concerned and as it relates to 
?he chCking of tax evasion and the question of avoiding harassment and 
inconvenience to the tax payer is within the purview of the work of this 
Committee- 

T nm of the view that the material which the Committee gathered 
f ^ j + ir hnv in havina the background of the recommenda- 

tmd the advantage it has in ham P Commission the Taxation Enquiry 

are looked into 
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critically. I indicate some of these fundamental issues in the comments 
which tollow: — 


Oefinition of ‘Income. 

28. The majority have disposed of this important question in a short 
paragiaph and the observation which they have made is that they are in 
coinpieie agreement with the views expressed by the Taxation Enquiry 
iJonirnission that perhaps more harm than good might result from the 
taxation act with a rigid definition of income. The additional observation 
made by them is that apart from the difficulties involved in attempting 
an exliaustive deliniiion oi income, such a definition would be subject to 
liequ'.mt legislative changes consequent on the emergence of new situations 
not envisaged in that definition. I am not saUitfied with this casual 

(1] )pvo(icii to this importciut maticv. The purpose of deftniiig income with 
.some preciseness is not to make the definition of income a rigid one but 
the inieui ion is to make it an inclusive definition. By doing so, the 
position would stand clarified to a degree and it would be possible’ even 
fo7 a layman to find out whether a particular item of income is or is not 
taxable. The definition should state that it would include particular 
Items unth a stipulation that the enumeration of such items need not 
necessarily restrict the general concept of income. The Act should also 
state the items lohich are not income for the purposes of assessment. 
By doing this, two purposes would be achieved — (1) that there would he 
no loopholes lejt and therefore the question of the taxpayer taking undue 
advantage and litigating over particular issues would be minimised, and 

(2) the taxpayer tvould be able to understand his position very precisely 
without having any need to go in for expert guidance. In fact, even the 
Eaw Commission have made a limited attempt in respect of this matter. 

It has been assumed that most of the countries in the world have not 
attempted a definition of income. The majority have referred to the 
observations mace by the IJ.K. Royal Commii^^sion at page 7 of their re- 
port under paragraph 27 but they have significantly refrained from 
stating the observations contained in the paragraph immediately follow- 
ing, VIZ., paragraph 28. The observations made in that paragraph are 
reproduced below for a ready reference; — 

“28. The tax code contains no general definition of income. It is 
often said that it is impracticable or undesirable that it should. 
We do not feel it necessary to subscribe to either of those 
cp thets. The codes of other countries have achieved the 
work of definition without any known ill-effects- What seems 
to us more important is that no real advantage could possibly 
result from the introduction of a general definition that had 
to cover so multifarious a subject as taxable income. If it 
were expressed in very general terms the work of deciding 
how to apply it to particular instances would have to be done 
bv deductions drawn from other parts of the code’s frame- 
work or with the help of general principles imported from 
without. To a large extent the United Kingdom system 
Itself has proceeded by this method of interpretation. On 
the other hpd, the more particular the definition, the more 
It tends to become a mere list of different classes of receipt 
and the anxiety not be exclude some class bv inadvertence or 
orniss^on leads to the addition of a comprehensive “sweeping 
up clause at the end which, in effect, raises over again the 
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problem of interpreting the general phrase in the light of a 
particular instance. The United Kingdom code has m tact 
established the limits of what it will regard as taxable income 
by formulating a list of different classes cf incotne, grouped 
under five Schedules; and the interpretation of the woi ding 
and significance of these lists has been tne subject o cupioUj 
decisions of the Courts of law during the course of some 
three generations. Their interpretation has been governed by 
the principles, in itself unexceptionable, ‘bat income tax is a 
tax on income. We have not looked to refine upon this prin- 
gjlo by producing a more precCe dofinHion. ""“I , dm 

looked for in the course of our review is to see v.uthti tl c 
rules that determine the existing classifications and tbcir 
application to all the varied forms of possible receipt fall oort 
of or exceed a true conception (’if income for the purpose.^ of 
a widely distriVjuted annual tax. 

Tf wmild nnnear from the above quotation that the U.K. Koval Com- 

missLn d “ nrnecllsarily rnb» cilher ot the epi.hotn vr U;at 

of definition without any known ill-efiects. 

29. It would be pertinent to state the dictionar>^ meaning of income. 

‘INCOME’. ^ , V • 

“that which comes in as the periodical produce of one's work, busi- 
that whicb^comes^^^ investments (commonly expressed in terms of 

money); annual or periodical receipts accruing to a peison or 
corporation; revenue’h 

(Shorter Oxford English Dictionary). 

“that sain which proceeds from labour, business, property or capital 
ail^ kind as the produce of a farm, the rent of houses, the 
proceeds of professional business, the profits of cornmerce or of 
Epalion, or the interest of money or stock in funds, etc 
revenue; receipts; salary; especially, the ""Lpe 

private person, or a corporation, from property, as, a large 

income. 

(Webster’s International Dictionary). 

These meanings indicate: Sfeneml feoturcs 

qui.rimpo«au. for an in- 

elusive definition- 

30. 'Tie view of the Privy Council as to the meaning of the word ‘income’ 
has been expressed as under: 

‘income’ In their view the expression was intended to m- 
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-ay be the 

returns from invested^capifar”^ description made no reference to 

Law cI^^b7°iaugSl°from Th"e''Te\^^anr^'’^® Income under the Canadian 
Income War Tax Act ^ relevant provisions of the old Canadian 

“TAXABLE INCOME DEFINED— 

”e|SeflE^°X?lr^ 

a person from any office“r emnlovm™. Iff by 

or from any trade manufaeture or hnsino profession or calling, 

derived from souree^ vSb hin ““y whothfr 

interest, div^clemds or Sts SneHlv°„''r T*'".?' “‘I .ahall include the 

at interest upon any securitv or wiihnnf recei\l 2 d from money 

any othey investment irift ’Eiioti nt security, or from stocks, or from 
distributd Srii™ and nli S ‘if ‘-^re divided or 

source including: from any other 

‘"kt'LTS’m.'dSn™’''" '’y 

expectation of life calculated in Ipporri^^^^ normal 

tables approved by the Minister) of the annuity 

rpre^difeThfot^atr^f ’ 

this Section; [1940, C. 34, S. 8;^1945, C. 23, S^'l 

(d) the salaries, indemnities or other remuneration of- 

“aSotors teeS!*' Canada 

"’uTo?” P™""''""" Logialative Council and Assom- 

“SiLgLln? Commissions or Boards of 
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(iv) any Judge of any Dominion or Provincial Court whose salary 
was increased by chapter fifty-nine of the Statutes of one 
thousand nine hundred and nineteen or by chapter fifty- 
six of the Statute of one thousand nine hundred and 
twenty and who accepted such increase, and any Judge of 
any such Court appointed after the seventh day of July, 
one thousand nine hundred and nineteen; and 

(v) all persons whatsoever, whether the said salaries, indem- 
nities or other remuneration are paid out of the ^venue 
of His Majesty in respect of his Government of Canada, 
or of any province thereof, or by any person, except as 
herein otherwise provided; 


(e) personal and living expenses when such form part of the pro- 
fit, gain or remuneration of the taxpayer or the payment of 
such constitutes part of the gain, benefit or advantage accru- 
ing to the taxpriyer under any estate, trust, contiact, arrange- 
ment or power of appointment, irrespective of when created; 
[1939, C. 46, S. 3.] 

({) rents, royalties, annuities or other like periodical receipts which 
depend upon the production or use of any real or peisonal 
property, notwithstanding that the same are payable on 
account of the use or sale of any such property; [1934, C. 5o, 


S. 1.] 

(c) all annuities and other annual payments received under fb® 
provisions of a will or trust irrespective of the day on which 
the will or trust became effective and notwithstanding that 
the payments are payable at intervals longer or shorter than 
a year except a payment or portion thereof which can 
established by the recipient not to baye bcem paid out of ,he 
income of the estate or trust; and [1938, C. 48, S. 3; 1943, C. 14, 
S. 1; 1945, C. 23, S. 1.] 


(h) any amount received pursuant to a decree, order or judgment 
made by a competent tribunal in any acdon or proceedmg 
for divorce or judicial separation or pursuant to a separation 
agreement as alimony or other allowance for the maintenance 
of the recipient thereof and the children of the marriage if 
any, if such recipient is living apart from the spouse or for- 
mer spouse required to make such payment. [1942, u. 2o, 
S. 3.] 


32. It will be noticed from, the above that taxable income did not 
nclude capital gains or accretions. In its ordinary sense it included that 
vhich came in and was capable of being collected The 
56 taxed was not income unless it could be turned into money but that 
iquivalent to money because it can be converted into money or ponded 
n any way the taxpayer pleases may be treated as income^ Thus the 
datutory definition of income set forth in the Sections reproduced «bou« 
insisted of a general definition of income as being the annual net 
ir gain or gratuity from certain sources and of an enumeration of specific 

receipts. 

Under the Canadian Income-tax Act of 1948 as amended upto 1958, 
World Income has been indicated as income from all sources inside and 
jutside Canada and without restricting the generality it includes income 
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from all businesses, property, offices and employments. Section 5 enumer- 
ates the items to be included in the income from office or employment and 
gives a comprehensive list of the inclusions and the exclusions. Under 
Section 6 amounts to be included in computing income have been enumer- 
ated without restricting the generality of Section 3. These include the 
following: — 

“(a) amounts received in the year as, on account or in lieu of pay- 
ment of, or in satisfaction of; 

(i) dividends, 

(ii) director’.s or other fees, 

(iii) annuity payments, 

(i\') superannuation or pension benefits, 

(v) retiring allowances, or 

(vi) death benefit; 

(b) amounts received in the year or receivable in the year (depend- 

ing upon the method regularly followed by the taxpayer in 
computing his profit) as interest or on accouni or in lieu of 
payment of, or in satisfaction of interest; 

(c) the taxpayer’s income from a partnership or syndicate for the 

year whether or not he has withdrawn it during the year; 

(d) an amount received by the taxpayer in the year, pursuant to a 

decree, order or judgment of a competent tribunal or pursuant 
to a written agreement, as alimony or other allowance payable 
on a periodic basis for the maintenance of the recipient there- 
of, children of the marriage, or both the recipient and children 
of the marriage, if the recipient was living apart from; and 
was separated pursuant to a divorce, judicial separation or 
written separation agreement from, the .spouse or former 
spouse required to make the payment at the time the payment 
was received and throughout the remainder of the year; 

(da) an amount received by the taxpayer in the year, pursuant to 
an order of a competent tribunal, as an allowance payable on 
a periodic basis for the maintenance of the recipient thereof, 
children of the marriage, or both the recipient and children 
of the marriage, if the recipient was living part from the 
spouse required to make the payment at the time the payment 
was received and throughout the remainder of the year; 

(e) the amount deducted as a reserve for doubtful debts in computing 

the taxpayer’s income for the immediately preceding year; 

(ea) such part of an amount payable to the taxpayer under a policy 
of insurance in respect of damage to property that is depreci- 
able property of the taxpayer within the meaning of section 
20 as has been expended by the taxpayer 

(i) within the year, and 

(ii) within a reasonable time after the damage, on repairing the 

damage; 

(f) amounts received in the year on account of debts in respect of 

which a deduction for bad debts had been made in computing 
the taxpayer’s income for a previous year whether or not the 
taxpayer was carrying on the business in the taxation year; 
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(g) amounts received by the taxpayer in the year as premiums paid 

by a corporation on the redemption before April, 30, 1953, of 
any of its shares; 

(h) amounts ih respect of benefits from or under an estate, trust, 

contract, arrangement or power of appointment as provided by 
section 63 or 65; 

(i) amounts deemed to have been received in the year by the tax- 

payer under section 67 as a shareholder in a personal cor- 
poration; 

(3) amounts received by the taxpayer in the year that were depen- 
dent upon use of or production from property whether or not 
they were instalments of the sale price of the property but 
instalments of the sale price of agricultural land shall not be 
included by virtue of this paragraph; 

(k) amounts allocated to him in the year by a trustee under an 

employees profil sharing plan as provided bv section 79; 1948, 
C.52, s‘6; 1950, c.40, s.l. 

(l) amounts received by the taxpayer in the year under an em- 

ployees profit sharing plan established for the benefit of em- 
ployees of the taxpayrer or of a corporation wiiii whom the 
taxpayer does not dealt at arm’s length; and 

(m) amounts received by the taxpayer in the year from a trustee 

under a supplementary unemployment benefit plan as pro- 
vided by section 79A/’ 

Amounts not to be included in computing are listed under Section 10. 

Deductions allowed in computing income have been enumerated under 
Section 11 and such items consist of nearly 50 headings the more im- 
portant of which are stated below: — 

Capital cost of property allowable under regulations; 

Allowance in respect of oil or gas, well, mine or timber limit; 
Interest including compound interest; 

Expenses of issuing shares or of borrowing money; 

Reserve for doubtful and bad debts; 

Contributions to Pension Fund; 

Convention expenses; 

Scientific research expenses; 

Interest on Death duties; 

' Mining or logging taxes; 

Contributions to Teachers’ Fund; 

Amount of set-aside or reserve by way of write-down of the value 
of assets or appropriation to any contingency reserve for the 
purpose of meeting losses on loans, bad and doubtful debts, 
depreciation in the value of assets other than bank premises 
or other contingency in the case of banks; 

Salesmen’s expenses; 

Expenses of transport employees; 

Travelling Expenses; 

Meals expenses for employees. 

Section 12 enumerates deductions not allowed in computing income. 
410 C.B.R. ^ 
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33. In the United States of America also gross income, adjusted gross 
income and taxable income have been defined. The well-known case of 
EISNER V. MACOMBER clarified the position and Mr. Justice Pitney, 
while delivering the judgment of the Supreme Courf of the United States 
in the case observed as under: — 

“The fundamental relation of ‘capitaF to ‘income’ has been much 
discussed by economists, the former being likened to the tree 
or the land, the latter to the fruit or the crop; the former 
depicted as a reservoir supplied from springs, the latter as 
the outlet stream, to be measured by its flow during a period 
of time. For the present purpose we require only a clear 
defintion of the term ‘income’, as used in common speech, in ^ 
order to determine its meaning in the (Sixteenth) Amend- 
ment.^* 

“Here we have the essential matter; not a gain accruing to capital, 
not a growth or increment of value in the investment; but a 
gain, a profit, something of exchangeable value proceeding 
from the property, served from the capital, however, invest- 
ed or employed, and coming in, being ‘derjved’, that is, re- 
ceived or drawn by the recipient (the taxpayer) for his se- 
parate use, benefit, and disposal; that is income derived from 
property. Nothing else answers the description.” 

34, The terms, Gross Income, Adjusted Gross Income and Taxable In- 
come, have been clearly defined under Sections 61, 62 and 63 of the Internal 
Revenue Code, 1954 of the United States of America. The general de- 
finition of gross income was contained under Section 22(a) of the 1938 
code but the 1954 code provides that gross income shall include all in- 
come from whatever source derived and thus it incorporates the langu- 
age of the Sixteenth Amendment to the constitution and the body of 
judicial law wherein the meaning of the term ‘income* as used in that 
amendment had been developed. The significance of the change made 
can be gauged from Section 61(a) of the 1954 code which reads as 
under: — 

“Except as otherwise provided in this sub-title, Gross income 
means all income from whatever source derived, including 
(but not limited to) the following items: 

(1) Compensation for services, including fees, commissions, and 

similar items; 

(2) Gross income derived from business; ^ 

(3) Gains derived from dealings in property; 

(4) Interest; 

(5) Rents; 

(6) Royalties; 

(7) Dividends; 

(8) Alimony and separate maintenance payments; 

(9) Annuities; 

(10) Income from life insurance and endowment contracts; 

(11) Pensions; 

(12) Income from discharge of indebtedness; 

(13) Distributive share of partnership gross income; 
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(14) Income in respect of a decedent; and 

(15) Income from an interest in an estate or trust.” 

It will appear that the list of as many as 15 specified items has been 
made and a number of judicial concepts which are of a fundamental 
nature have been embodied in the statute. 

35. Adjusted Gross Income has also been defined and the concept of 
adjusted gross income is of primary application in the case of an individual 
electing the optional standard deduction. 

36. Taxable Income has been defined by Section 63 and the 1954 code 
has substituted the words ‘taxable income’ for the words ‘net income’ used 
in Section 21 of the 1939 code. Taxable income is defined under Section 
63(a) 1 as under: — 

“SEC. 63(a): 1.— GENERAL RULE. In the case of any person 
other than an individual electing to use the standard de- 
duction, the term “taxable income means gross income minus 
the deductions (other than the standard deduction) allowed 
under Chapter 1. This definition is made applicalsle to all 
of Subtitle A, which deals with income taxes and applies 
generally to any taxable entity, including a corporation or an 
estate or trust.” 

Thus taxable income is that final amount against which the tax rate is 
ordinarily applied in the case of any taxpayer, whether a corporation or an 
individual or an entity such as an estate or trust which is taxable under 
individual rates. Accordingly it is more meaningful than the 1939 net 
income code concept and its variations. 

37. So far as our country is concerned, the, following concept of in- 
clusive income items emanates from the judgments of the Indian High 
Courts, of the Privy Council and of the Supreme Court of India:— 

(1) Allocation out of revenue before it becomes income is not 

income; 

(2) Income must come from outside. In other words, one cannot 

make a profit out of himself; 

• (3) Accumulated profits, capitalised and distributed between share- 

holders of a company in the shape of bonus shares are an 
accretion to capital and not income; 

(4) The sale of an entire undertaking represents realisation of 

capital; 

(5) Recovery of a part of a debt written off previously is an income 

receipt; 

(6) Compensation paid for the termination of an agency is a capital 

receipt; 

(7) Compensation for loss of right to future remuneration is a 

capital receipt; 

(8) Damages awarded by a Court for breach of contract are income 

receipts; 

<9) Lump sum paid in settlement of interest on capital of a bust- 
T16SS is 0 capitsl r6ceipt and not income j 
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(10) Lump sum payment for not resigning directorship is income 
receipt; 

(11) Lump sum received in consideration to commute rights to 
salary and pension is capital receipt; 

(12) Purchase money paid for the share of the deceased partner in 

a firm, i.e., really speaking the sale consideration received 
by the estate of a deceased partner is not an income receipt 
but a capital receipt; and 

(13) Unclaimed balance distributed to partners is capital distrL ^ 

bution and not income distribution. 


38. In view of the above analysis I would strongly reconnnend to Gov- 
eminent that with a view to avoid any loopholes being left, to simplify 
matters for the taxpayer and wrUh a vievj to make Phe lav.; intelligible even 
to the layman, ineonie should be dejineci after examining the inclusive de- 
finition of the various items enumerated in respect of the legislations of 
the other countries as also the concept emanating from the judgements 
of courts of laiv in India, By so doing, a very useful purpo'Se ivould stand 
achieved and the structure and the administration v;ould stand simplified 
to an extent, thus smoothening the adniinistratwe and collection proce- 
dure. 

Definition of 'Expenses' 

39. Here also the majority have discussed the matter in 3 small para- 
graphs and have opined that no useful purpose would be served by en- 
umerating the items of allowables and deductions in greater detail and 
that it would only add to the volume of the Act. They further observe 
that whenever the allowability is settled finally, the taxpayers are well 
aw'are of that. This may be true of persons who have adequate resources 
at their command and who can afford to enlist the services of eminent 
lawyen^ and accountants but for the middle income groups and for the 
small income groups and for all laymen the position can stand simplified 
only by as exhaustive an enumeration of allowables as possible. 

According to the present structure there is an enumeration of the 
business expenses which are to be allowed to some extent but in en- 
umerating those items a rigidity obtains inasmuch as an item cannot be 
allowed under the residual clause, viz., Section 10(2) (xv) of the Act 
if it relates to one of the particular sub-clauses specified in the said 
Section. This basis creates numerous and unnecessary difficulties both 
for the department and the taxpayer. So far as the Department is con- 
cerned, it wants to put as restrictive an interpretation as possible while 
the taxpayer, on the other hand, seeks to put as wide an interpretation 
as possible. The result is litigation. Apart from this, the rigidity in 
allowing expenses automatically results in assessees making an attempt 
to inflate expenses. This is particularly so in cases where a particular 
portion, say one half or one-third of the expenditure in respect of parti- 
cular activities is allowed. The assessees make an attempt to debit more 
than the position warrants or the actuals justify. In the end, they get 
an allowance to the extent of what they would have spent and at the 
same time they would be able to withdraw monies in cash. This pro- 
cess results in a substantial amount going into the cash coffers with the 
result that all the consequential results from that follow. 
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40. The statutes of the other countries enumerate the items of allow- 
ables exhaustively. The Internal Revenue Code of 1954 of the United 
States of America makes a mention of deductions for individuals and 
corporations and these are enumerated under sub-chapter B, Part VI 
under Sections 161 to 177, both inclusive. While a very detailed con- 
sideration is given under these sub-heads and I do not desire to dilate 
upon such details, I should like to state the broad headings relating to 
these itemised deductions: — 


Sec. 161. Allowance of deductions. 
Sec. 162. Trade or business expenses. 
Sec. 163. Interest. 

Sec. 164. Taxes. 

Sec. 165. Losses. 

Sec. 166. Bad Debts. 


Sec. 167. Depreciation. 

Sec. 168. Amortization of emergency facilities. 

Sec. 169. Amortization of train-storage facilities. 

Sec. 170. Charitable, etc., contributions and gifts. 

Sec. 171. Amortizable bond premium. 

Sec. 172. Net operating loss deduction. 

Sec. 173. Circulation expenditures. 

Sec. 174. Research and experimental expenditures. 

Sec. 175. Soil and water conservation expenditures. 

Sec. 176. Payments with respect to employees of certain foreign 
corporations. 

Sec. 177. Trademark and trade name expenditure.s. 


The following items also require to be stated in the itemization of 
[eductions: — 

(1) Expenditure incurred for better facilities lor existing btuiiness; 

(21 Lumpsum expenditure incurred not bringing into existence an 

advantage of an enduring character, 

(3) Expenditure incurred to protect an existing souice of income 

or existing business; 

(4) Collective interest allowance subject to disallowance for amount 

relating to personal items, 


<5) 

< 6 ) 

( 7 ) 

( 8 ) 
( 9 ) 

( 10 ) 

( 11 ) 


Losses of trading stocks; 
Replacements for business assets; 
Losses on cessation of a business, 


Travelling Expenses; 

Successful defence in civil and criminal proceedings; 


subscriptions to trade associations, 

Expenditure incurred for technical and other training fOT 
existing employees or persons sent ior training with the 
ultimate object of being appointed in the existing business. 
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Having listed the items for such deductions, which need not be taken 
as having been exhaustively stated, I would urge that Government should 
examine the question of enumerating such deductible items with a view 
to clarify the position and avoid a situation which I have already referred 
to while considering the previous item, viz,^ definition of income. 

One composite head of Income and one composite head of Deductions. 

41. Our present Income-tax Act makes a rigid classification of income 
heaas and also relates the allowance of expenses to such specific heads. 

The result is that an amount of expenditure incurred which may neither 
be of a personal nature nor of a capital nature would yet stand to be 
disallowed because of the rigidity of a linking of the expenditure with 
particular income heads. This rigidity brings into play the claim by ' 
taxpayers of expenses in such a way that there is a minimum loss to them 
and the inherent risk of cash being drawn out as mentioned by me while 
discussing the definition of Expenses arises in this connection also. 

A simplification of the basis of taxation and its process would go a long 
way in clarifying the position and creating a situation whereby the State 
is able to charge precisely what is justly due to it and the citizens do not 
have any occasion to rnake any attempt to adjust matters An a different 
way. In this connection I would certainly like to say that the practice of 
inflation of expenses is most objectionable one but the fact remains that 
the peculiar basis of the structure and process of transaction gives rise to 
it and every attempt should therefore be made to so simplify matters that 
a rigidity about the interpretation disappears and only just dues are 
claimed and allowed. 

Conclusion 

42. We have made a pertinent observed-ion in the first Chapter of the 
report in the concluding portion that the administration of the taxes has 
to be so geared that the tax has to enlist the full co-operation of the 
assessees and tap the sources adequately. A further statement is made 
to the effect that the recommendations which follow in the subsequent 
chapters are meant for achieving these ends. While I entirely endorse 
the view about gearing the taxes in a way to enlist the full co-operation 
of the assessees, I am doubtful about the other objective being achieved, 
because I feel that a number of the recommendations made by the 
majority are of a nature which are not at all conducive to getting full 
co-operation from the taxpayers which the Committee have in mind. 

It will be my endeavour in my detailed comments relating to each chapter 
and each issue to examine this matter in such a perspective. I also in- 
vite particular attention to my observations which I have made in my 
comments relating to the chapter on Public Relations. % 


CHAPTER II 


ASSESSMENTS I 

Part A~Procedures of Assessments 


Reduction in the period of Limitation 


43 The Committee have taken the view that timely completion of 
assSments is of utmost importance. The Department’s endeavour should 
be to complete all assessments in the assessment year itseK and, save m 
Sceptional cases, no assessment should remain pending for more than 

two years. 

With this approach I expected my colleagues to accept my suggestion 
that the time for reopening assessments and for their completion should 
be reduced to three and six years from the period of four and eight years 
respectively at present obtaining under the legislation. Administ') ative 
efficiency cannot be achieved without having statutory compulsion and 
when promptness is expected from the assessees, it js hut to be expected 
that 'momvtness from the Department also should be ensured and, i.. 
£hS mt I recommend that the period of four and eight years respec- 
%llynow mentioned in Section 34 be reduced to three years and six 

years respectively. 


Filing of Returns 

44 The maiority have given a finding to the effect that delay m the 
filing of returns under the Income-tax Act is one of the i^o^t impoi tant 
causes of arrears of assessment as well as arrears of taxes. This fin mg 
L nS Correct for the reason that various cases are not taken up lor 
inr n nrettv long time and completed only when they are 
XTv SueTlay or deliberate delay in the filing 

of rJturns occurs in very few cases only and such cases can be dealt 
n mwit The maloritv have further observed that the existing 
SireltS Act rllalW to the issue of statute^ notices 
for the filing of returns and the absence of an automatic statutory tunc 
limit and the free use of discretionary powers in granting extensions of 
W a?e largelv responsible for these delays. This finding cannot be 

position oMaining..,The “'5 

it^ rSuctalt to grant ling oxtenfom of <•»? 

ZknTSo r; .neTpcSlir 

Sarious^SS at several P>--. tMs rTo'S' anS 

of accounts naturally entails more time and it for «nb reason a^^^ 

aa0 in such specific cases that longei ex ension case 

ihAxr aro allowed after a full examination of the facts oi tne case 
«d Sf jSfica?^n for th/granting of such extensions of time. 
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45. The majority has taken a very rigid view in this behalf and come 
to the conclusion that Section 22(1) should be abolished. This section 
has a historical background behind it and when the section in question 
was inserted the conditions prevailing in the country were taken full 
cognizance of and the Honourable Finance Minister then gave a categori- 
cal assurance on the floor of the House that individual notices would be 
specifically issued under Section 22(2) in respect of existing assessees. 
The Central Board of Revenue, while replying to this relevant question, 
observed as under; — 

“Though the issue of a notice under Section 22(1) of the Income-tax 
Act is a mere legal fonnality, it serves a useful purpose. It 
brings in a forceful manner to the notice of the public that 
the new assessment year has begun and that the obligation 
to file a return has arisen. In view of the psychological 
value of the notice, the Board would like to continue it.” 

46. The majority have further recommended that, instead, a simple 
advertisement should be inserted at the beginning of the year for each 
assessment year reminding the public about their liability to file their 
returns under the various Direct Tax Acts within the prescribed dates 
and that, failure to do so, would attract penal provisions of the respective 
Acts. According to their suggestion, such a notice should get the widest 
possible publicity through press. Radio, Cinema slides, etc.’ and suitable 
advertisement plates should also be displayed prominently in places of 
public resort. The majority, while making this recommendation, have 
taken into consideration the cost of about Rs. 2 lakhs now incurred, but 
they have not taken into consideration the cost entailed in the publicity 
of a diversified character recommended by them. Conditions in this 
country are such that a complete abolition of Section 22(1) of the Act is 
not desirable. 

47. The majorit}’- have further recommended that returns of income 
must be filed by the 30th June or within four months at the end of the 
accounting period whichever is later. An extension of two months may 
be permitted on payment of interest, and beyond the period of six months 
from the end of the accounting year, penal provisions .should stand 
attracted and there would be no appeal right. And in rare cases only 
time may be allowed with the sanction of the Commissioner of Income- 
tax, subject to interest payment and other conditions for security etc. 
In my view these suggested changes are of a revolutionary character and 
are bound to create a position of dead-lock. The provisions expected to 
he made are so rigid that in practical consideration, they would stand 
rided out. Under the U.K. Income-tax Act, 1952, there is a specific pro- 
vision made by Section 19 that every individual, when required so to do 
ny notice given to him by the Surveyor, shall, within the time limited 
oy the notice, prepare and deliver to the Surveyor a true and correct 
return in the prescribed form. The relevant section is reproduced below 
for ready reference : — 

“19. Every individual, when required so to do by a notice given to 
him by the surveyor, shall, within the time limited by the 
notice, prepare and deliver to the surveyor a true and correct 
return in the prescribed form of all the sources of his income 
and of the amount derived from each source for the year 
preceding the year of assessment, computed in accordance with 
the provisions of this Act except that the computation of 
income shall be made by reference to the year preceding 


451 


the year of assessment and not by reference to any other 
year or period: 

Provided that where the individual is chargeable to surtax and 
there is in force an election by him under Section two 
hundred and thirty-one of this Act to make a return of his 
total income to the Special Commissioners, the return 
required to be made by the individual under this Section 
shall be limited to a return of any income which is assess- 
able under either Schedule D or Schedule E”. 


48. Extensions of time are allowed in proper cases and on merit in 
other countries without introducing an element of rigidity. In the United 
States of America under Section 6072, returns made on the basis of a 
calendar year have to be filed on or before the 15th day of April follow- 
ing the close of the calendar year and returns made on the basis of a 
fiscal year have to be filed on or before the 15th day of the fourth month 
following the close of the fiscal year. Returns of Corporations have to be 
filed for the respective years on the 15th day of March lollowing the 
calendar year and 15th day of the third month following the close of the 
fiscal year Extension of time for filing the returns is allowed under 
Section 6081 of the Internal Revenue Code and the Secretary or his dele- 
gate is authorised to grant a reasonable extension of time lor hlirig tiie 
return declaration or Statement or other documents required by this 
title or by regulation. Except in the case of taxpayers who are abroad, 
no such extension would be given for more than six months. In the case 
of Corporations, an extension of three rnonths for the filing of return ot 
income-taxes is allowed automatically if an estimate of inconae and pay- 
ment relating thereto has been made. Thus, in the case of Corporations 
a period of nearly nine months is available while in other cases a period 
upto 10 months is available. The laws o/ the other countries do not exhi- 
bit the rigidity which is advocated by the majority. Further, m the case 
of persons closing their accounts on the 30th June, a period of 12 months 
would be available, while in other cases the period would be .smaller. 


49 The task assigned to the Committee is to recommend .simplification 
but by recommending the charging of interest for a Period of two months 
a further element of complication would be introduced. Then again there 
is the question of the time required for the completion of the accounts 
of the branches at up-country centres as also the completion in cases 
where the transactions extend to various places in the country. Apart 
from this, the question of the time required in respect of cases of incomes 
over Rs 50,000, for which the majority have recommended a compulsory 
audit, would also arise. Even under the Companies Act accounts have 
to be presented to the Members of the Company at such a date that not 
more than nine months’ period from the close of the account year obtains^ 
Thus for corporations the respective legislation allows a of nine 

mraths and it is a question whether Companies can submit their returns 
without the accounts being adopted at the Annual 

Such accounts would not be proper accounts and it would not be desirable 
on the part of the Department to proceed on the Returns made by Com- 
panies without the necessary completion, the audit filtration and adoption 
at General Meeting. I mould, therefore, recommend that the present 
Z^uSn should not be disturbed and extensions of time should he given 
in appropriate cases considering the merits of each case. In any event a 
Hatut^ regulation of a period of less than nine months is bound to 
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CTcate a state of utter confusion and also a dead-lock. If a smooth work- 
ing were to be expected and the work entailed fn the making of applica- 
tions and granting of time were to be eliminated, the proper course should 
be not to be rigid in expecting Returns in all cases at a stipulated date. 
It would be better to allow accounmodation upto a period of nine months 
from the close of the respective account years and a further extension of 
three months should be permissible without the introduction of an element 
of rigidity. If Returns are delayed unnecessarily and there is a deliberate 
attempt to delay mastters, and such cases are those where even the advance 
payment has not been made, a stricter view may be taken and the need- 
ful done to impose penal interest or even penalty in cases of deliberate 
and wilful default. 


50. There also appears to be some misconception with regard to the 
legislation in the XJ.K. There is a fundamental difference between a 
statutory requirement to have returns pursuant to a general notice and 
a requirement for notification to the authorities by those who become 
assessable to income-tax. The requirement for giving such a notification 
has been unnecessarily confused in the past. The correct position, so far 
as the U.K. Law is concerned, is that in general no returns are required 
unless notice to file the same has been received from the assessing autho- 
rities. However, every person who becomes assessable to income-tax is 
required to notify the appropriate authority of that fact. So far as the 
first part of this observation is concerned, I would advocate the insertion 
of a section corresponding to Section 19 of the U.K. Act, 1952. As regards 
toe second part, the provisions of Section 18A of our Act are sufiScient. 
The onus on the assessee relates to the giving of the notice as to the 
chargeability but, once such a notice is given, returns of income should 
be required to be submitted only on the issue of specific notice. Thus 
there is a distinct difference between the existing assessees and new 
assessees. While new assessees would have to give a notice, it would be 
more convenient to issue specific notices to existing assessees and a 
smooth working can only be ensured by having a statutory provision for 
such notices being sent on the lines of the U.K. legislation. 


51. The majority have ultimately given a modified recommendation in 
respect of the matter relating to the service of notices. They have recom- 
mended that service of individual notices by the Department should be 
no longer obligatory and forms may be sent to the assessees before the 
30th of April by ordinary post under a general certificate of posting. Thi» 
recommendation virtually amounts to a recommendation of changing the 
existing provisions whereby it would not be necessary for the Department 
to serve a notice to every assessee either by hand delivery or by registered 
post. In substance, therefore, the recommendation of the maiority 
amounts to changing actual service to mere issue of forms. The majority 
have further recommended that an assessee would be considered to be in 
default as not having filed the return if he did not file it within the 
time limit ^d did not show that he had applied for a return form to the 
assessing officer in time and the same had not been supplied to him It 
may happen in many cases that return forms sent by the Department 
may not reach them and, therefore, they would be placed in a difficult 
Position. Even if they applied to the authorities for the forms statiiiM 
that these were not received, it would create unnecessary work both for 
the assessees and for the Department. 
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Under our existing legislation, Section 63 provides for matters relating 
to notices and their service. Section 63 reads as under: 

“63(11 Notice or requisition under this Act may be served on the 
person therein named either by post or, as if it a 

summons issued by a Court, under the Code of Civil Pro- 
cedure, 1908. 

(2) Any such notice or requisition may, in the case of a firm or a 
^ ^ Hindu Undivided Family, be addressed to any member of 
firm or to the manager, or any adult male member of the 
family and, in the case of any other association of persons, 
be addressed to the principal officer thereof. 

Messrs. Kanga and Palkhivala, in 

nhcprvp that where services are to be effected by post, “ ^ 

w ^rf ctorArl Post Service by Reg'stered Post on a firm at us principal 
Sa?e of business would be ^lid.^The learned authors have made a ve^ 
& rLlvsis the relevant issues and their observations will be found 
ft pages 829, 830 and 831 of the fourth edition of the said treatise. 

T mnv Dprtinentlv point out that according to Section 19 of the 
nnfted kingLm Income-tax Act, 1952, quoted 

r'DepSm»r«^ 

’M^nct :ucl"Xm= 

dividual notices to assessees is put on - .P . Department by 

there. 

Unduly long waiting 

recommendation is not ^ .P if an officer finds 

make an additional would 

that a case is n^.^furth^ cases he should immediately inform 

£ L'se“seVcon“cer\el fiis repres^nta^i^^^^^ o7 tht?ac7ttifl atVTri^us 

programme if rSdictfon handle are spread out properly 

rized representatives m his , adiustment basis. It is essential 

and matters are disposed of on a fnrsed and it should be the 

that such a healthy t"/ departaental officers to 

endeavour both of the g„ch mutual convenience but 

S ?on*.S«Tthe“^e^fng officer should be the first consideration. 

Sending out of a draft assessment order 

rSoi^fndatforaffttrDraf^IaSr^^^^^ 

to cases where the income assessed was 
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Rs 50,000 or more. While the majority have not accepted this suggestion 
recommended it partly by stating that computations 
should be supplied to the assessees. I would strongly urge that Govern- 
ment should examine the question of sending draft assessment orders 
because, m big cases it would curtail a good deal of work for the Depart- 
mewt and also clarify the position very considerably. 

Scheme for dealing with small income assessment 

55. I have already made some general observations in the introductory 
part of the memorandum and have stated that this so-called scheme of 
simplification for small income-groups is really a misnomer By its 
very nature, it cannot entail a statutory provision and, therefore it has 
been suggested that it should be worked only administratively. If that 
be the position and the statutory provisions remain what they are it is 
a question luhether a number of assessees with re-opening, full penalty 
arid prosecution threat would be inclined to opt for it. It is doubtful 
what value could be attached to such opting in view of the statutory pro- 
visions being cliff erewt Apart from this, the question of a practical con- 
sideracion of th ' cases falling within the income group stipulated arises. 

It IS a scheme which would extend, according to the plan, of the maiority 
even to cases where assessments are made under the proviso to Section 
lo. A number of such cases would distinctly fall beyond the 25 per cent 
maigin or the sum of Rs. 1,500 stipulated for not reopening assessments 
under the scheme and, therefore, the very utility value, even on the basis 
contemplated by the majority, is doubtful. 

56. I should like to invite attention to the observations made by the 
then Member, Central Board of Revenue, in his report on the reorganisa- 
tion of the Income-tax Department made in the year 1956 On paee 292 
under paragraph 10.09 he observes as under: — 

“10.9 — Where book results have been rejected and estimates resort- 
ed to, appellate reductions have brought down the enhance- 
ments to the normal margin of 10—25 per cent. Appeals 
where preferred, against assessments involving enhancemerit 
between 25 to 50 per cent have resulted in reduction of 
between 10 to 25 per cent; those involving enhancement of 
over 50 per cent have been reduced to about 25 to 40 per 
cent. The percentage of confirmations of such a.ssessments 
is very small. It follows, therefore, that enhancements made 
at the Income-tax Officer level are substantially reduced in 
appeals, thus rpulting in fruitless labour at both stages. To * 
some extent this subtraction is inherent in the appellate pro- 
cedure, but its magnitude in the Income-tax Department * 
would appear to be rather abnormal. It does suggest that 
one man is employed by the Income-tax Department to add 
arbitrarily and the other to substract arbitrarily, for nearly 
50—60 per cent of assessments in small cases are based on 
estimates. 


57. On the basis of this finding, it would appear that more than half the 
cases would be cases where it would be difficult to work the so-called 
small income-group scheme. Apart from this aspect, the power to reopen 
assessment, after a full examination, every fifth year is likely to result 
in the same position that Income-tax Officers, to avoid criticism would 
again resort to reopening of these assessments and taking the wide 
margm of adjustment reflected in the Report of the Member, Central 
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Board of Revenue, the reopening of cases would be in 

the total number of cases and in respect of the other 

would be no guarantee to the small taxpayer that he would not be 

harassed While apparently showing regard for the small ^ 

position is made muck worse by the suggestion that he 

Sle atr the very start a Wealth-statement and every fip-h year he wotua 

tavf to repea? the process. One can well imagine ^ch 

these small assessees would have to face if this so-called schem. f ■. 

income group were introduced. 


58 Suggestions are also contained about the imposition of full penal- 
-ies Ldevfn Station of prosecutions and small assessees would ratter 
prefer the normal course of assessment than fall into a 
would entail complications, severe penalties and hf^assm^t. Ihc 
rf*medv in mv view, is to rciisG the minimum tax^ible bm p ^ 
suggestion already made by me in the opening 

raiidum 1 would strongly advocate that this small das. of taapayc , 

Sich has been rightly described by Shn Anant m^anani^A^^ 

the middle class and which is the beckbouc of .soc e t j, Q - 
I nn nrotected and after raising this limit, the Department may tmlun- 
the procednre of accepting returns and making Y-uqumes 
mi?of lSt tfs?y d^^^^^ be a positme sc/ieme of theru^uiw 

advocated by the majority is to propound a proposition which is ^^tiUy o 
J^rdSd^moge oj the email taxpayer. I therefore, r, eon, mend that tins 
suggestion of the majority be not accepted. 

Estimated assessments 

TV.f> maiorilv observe that estimated assessments are made in those 

cases where either ^o “ We'dueTo'^ obistenS'Jfppres’sions! 
accounts ore scanty cases of professional people 

who 5o not kfep'^anTSnL worth the name. This is too loud a stat^ 

Sre m?v b^rnumter & cases of this nature but the position cannot be 
Slmaui^n^oSgr^up 

aL oSaSal XriSver accounts of professional people are quite simple 

^tt^jt^r l^emojoly hooe stressed the -ed * 

mtirin and nroDcr investigation in these cases. Thus they i . 

T-olmrant items in individual cases. Even with a stipulation, tne sian 

dardfsed questioneaires^s a 

qtSionnaire being issued en^ I hold the view 'tlZ'^tSh SZm 
be submitted for particular cases without having such stanaardu a 

questionnaires as a hose. 
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Wealth statements once in four years 

60. I h«ve already referred to the reply of the Central Board of Revenue 
in this connection. ' While reiteraiing my observations made earlier, f 
recommend that a provision for this should not be made as it is hound to 
result in unnecessary work for the Department and undue harassment to 
the assessees. In appropriate cases, the assessing officers can and will cer- 
tainly call for Wealth Statements under their existing powers. 

Appellate authorities — Restrictions on 

61. There is a recommendation by the majority to the effect that m 
their orders on appeal against the invoking of the proviso to Section 13 
and the application of gross profit rates, the appellate authorities should 
properly and fully reason out the relief which they give so that the orders 
do not show arbitrariness in reducing the rates despite the fact that the 
invoking of the proviso is upheld. While I agree that every order should 
be a reasoned order, there should be no regulation of the work of the 
Appellate Assistant Commissioners by preventing a reduction in the rates, 
if they so think fit. Their discretion and judgement should be absolute 
and should not have any hindrance, interference or regulation. 


Over-assessments 


62. The Committee's recommendation in this behalf has ultimately 
been included in the chapter relating to Public Relations. I should like 
to give a more detailed consideration to this matter. In view of the 
recommendation made by the Committee, it is essential that the Depart- 
ment should find a complete remedy for this position. This can be done 
by keeping a complete record of the assessments made, the reductions 
given in appeal and finally sustained in the Tribunal and a full check-up 
of the position in this behalf should be made so that the Department can 
clearly find out the position in respect of particular assessing officers. If 
such highly piched assessments or frivolous assessments are found and 
such assessments would be those as could not have been justified accord- 
ing to the records of the case, a very serious view should be taken by the 
Department und the Officer concerned must be severely dealt with. It 
is by ensuring such a position administratively that a smooth functioning 
of the assessment work could be achieved and at the same time public 
confidence restored. Public Relations would also be strengthened. I 
desire that Government take positive steps to ensure a proper set-up in 
this behalf. 


Compulsory Audit of Accounts , 

63. After a good deal of deliberation, the majority have recommended 
that '‘in the interest of expeditious and proper assessment of assessees in 
the higher income group’' audit of accounts in all cases of business, pro- 
fession or vocation, where the total assessed income in any of the last 
three years exceeds Rs. 50,000 and in cases where the returned income for 
the first time exceeds Rs. 50,000 should be made compulsory in the Statute. 
I would like to examine these recommendations critically. The majority 
have opined that this step is being taken in the interest of expeditious and 
proper assessment of higher income group. I have already referred above 
to the recommendation of the majority that they think in terms of a 
thorough or rather a very proper examination of the assessment in the 
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^roup of cases of income over Rs. 25,000. Evasions and concealm^ts 
relate mostly to items and matters outside the books, and even in respect oj 
transactions recorded within the books, a fraudulent attempt tvomd not 
come to light without a thorough investigation. Therefore, the Depart- 
merit would examine accounts even after the scheme for compulsory auait 
is introduced. 

64. It is rather surprising that the majority should inspite of their own 
basic approach observed under the Tax Evasion Chapter that cornpu s y 
audit will facilitate detection of concealments and manipulation oI 
accounts 

In this connection, the approach made by the Central "he 

to the matter is an important material for consideration. In reply to 

“kva„T questk,r4 Question 16. the Central Board ot Revenue have 

observed as under; — 

“Large scale evasion has been detected even in cases \vhere audited 
^"'^accounts have been furnished In practic^ 

Auditor’s certificate is confined only to the arithmetical 
accuracy of the results derived from the books of ®^^3\rue 
is no gLrantee that the books contain e 

record of all the transactions of the assessee. mile an audit 
of accounts is always desirable, a ormal 

the Central Board of Revenue is apt to lead to the claim that 
the r^ults disclosed by audited accounts should be accepted 
^yout queiion. The Board ^e, therefore, not m fovo^ 
of insisting on the accounts being audited by Chartered 
Accountants.” 

I do wish that the majority had taken this observation of the Central 
Board of Revenue into consideration. 

The t of — 

not guiied uny popularity. 

Th^e « fsSSSS 

and other accounts In JJ® „ provisions, viz., of the Compani3S 

requiring the compliance comnanv have to function in a 

Act. Persons, managing the shareholders. In other cases, 

fiduciary capacity in their ^ mnrpms or partnership concerns, such 

where the concerns are proprietory ^ be ^ to the 

a regulation is absent and ^ftenal particulars y t J 

notice of the auditor and tS the auditor, the auditor 

may be, chooses to give all ^ infnrrTvition contained in the books and 
would perforce have to or the persons who own the 

he would also have to rely on the ^ P . jjgt such as to warrant 

business. Moreover, conditions in -..mber^of concerns are owned and 
a provision for compulsory ^ . hj. g^dit requirements or even 

ruS by persons who “-e ”ot ^^anl w.th^aud.t «qu^_,^._^^ 

with the maintenance of account extra expenditure to 

requirements. Thus Question is y _ simultaneously it is also 

he incurred for getting the expenditure in the shape of 

a question of the increase m fftcr the 

maintenance of o regular ^j. P|q_ it The imjoritv hold the 

allowable, at least hall or even more 
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would be contributed by the State. This is not a correct judgment of the 
matter because in the case of partnerships where the total income is 
Ks. 50,000 with four or five partners or even more, the income would be 
divided and the tax burden moy not be of the order of the moiety of the 
income, but just bare 10 to 15 per cent or even less. It is a queMion whe- 
itier xi is desirable to impose this sort of unnecessary expenditure on 
assesytes without a7iy commensurate advantage to them. It will certainly 
not suoe time to the assessee; it ivould take more of his time and he would 
not be able to comply with the requirements of furnishing the return.^ 
within the rigid period of four months contemplated by the majority. Per-’ 
sistently the tax-payers have brought to the notice of the Goiwrnvient that 
such a reqiiiremeMt is not desirable and right from the time of the introduc- 
tion of the 1951 Income-tax Amendment Bill, the matter has been so com- 
mented upon by responsible Chambers of Commerce and Industry in the 
country that it is not at all desirable to introduce this provision, 

66. I should also like to state th»at in a number of cases, even without 
me audit of accounts, with a good background of the case, the assessing 
oliicers even now dispose of assessments without a searching enquiry. 
Cases involving large incomes have been so disposed of and assessees 
.:.ind/(u- their representatives give such copious particulars from the records 
of the assessees, that the assessing officer has to devote much lesser time 
and such a process, to my knowledge, obtains in quite a large number of 
cases. it is not the compulsory audit as such that would determine the 
quantum of ivork for the assessing officer, but it is the background of the 
case, the integrity of the assessee and his past records as also the conduct 
of the representative that determine the nature of enquiry in particular 
cases, 

67. The Income-tax Investigation Commission and the Taxation Enquiry 
Commission went into the question and both these Commissions have not 
favoured the idea of compulsory audit. Shri Varadachnri, Ex-Chairman 
of the Income-tax Investigation Commission in the memorandum submit- 
ted to the Committee, observes as under: — 

‘M am not in favour of compulsory audit of Chartered Accountants 
but assessees will soon learn that it will save them time end 
trouble with the Income-tax Department if they get their 
accounts properly audited by qualified auditors. Assessees 
must be made to understand that the auditor's certificate will 
be of little value unless it is clear from his certificate that he 
has been given full liberty and facilities for the audit. The 
certificate must not be disingenous or ambiguous. It must 
clearly state what books or matters he has looked into fully 
and what matters he has been asked to take on trust without 
further examination.” 

Thus while opining against a system of compulsory audit, Shri Varada- 
chari made a mention about the full opportunity and facility for audit and 
matters being taken on trust. 

68. In its memorandum submitted to the Committee, the Associated 
Chambers of Commerce observe as under: — 

**The suggestions made in this and the preceding two questions 
exemplify the tendency of the Department to abrogate its res- 
ponsibilities and leave decisions to other authorities. Under 
the provisions of the various direct tax acts, the Department 
has already adequate powers to deal with assessees who do not 


maintain proper accounts and if, the assessing officer is not 
satisfied with the accounts as presented, it is always open to 
him to make a best judgment assessment.’’ 


69. 

In this connection. / tvould like to reiterate my earlier observation 
that a non- company assesse'’ may not choose to give all the inlorma- 
tion about his mattters to the auditor. 

70. The Institute of Chartered Accountants of Indiu in their supple- 
mentary memorandum observe as under: 

•‘The Institute has already submitted its views which reflects the 
views of the majority of the members ot the Institute. How- 
ever it must be admitted that there is a section oi opinion in 
the profession which feels that the suggestion contained m 
Question No. 16. i.e., making it compulsory to get the accounts 
audited bv Chartered Accountants in cuse ol business 
or assets Of value over a certain limit is not practicable noi 
feasible It would, therefore, be better to encourage asse.ssees 
to submit audited accounts with statements mentioned in 
reply to Question No. 10 along with the Return ol Income 
to enable the Income-tax Officer to obtain outhenlie iiiloima- 
tion without any loss of time. It is felt that it may not he 
possible to find Chartered Accountants in some oi die 
up-country places and hence some ol the members ol the 
profession appear to hold this view.” 

The nrofession I am quite sure, would like to examine the .question 
from the dangerous and unexpected attacks it mould be exposed lo. Moie- 
ouer it is not a question of work being bestowed upon the viernbeis of u 
profession The primary consideration in such cases should mcoii- 

ocmence and diffloidty of the taxpayer. The P''-'sent President jif the 
Institute when he appeared before the Committee stated as under . 

•‘Here in our representations, we have said that it should be made 
compulsory that, they should be compulsorily audited, but 
looking to the practiced side of it, it appears that il it is on an 
optional basis and encouragement is given to the Chartered 
Accountants, they would get accustomed m this kind of a 
thing and then we can make it compulsory thereafter. 

A cast President of the Institute, when he appeared before Uie 
mittee^ also concurred with the view expressed by the present President 
Tnd Turfng the exomination the Board Member, who is a Member of thi,s 
CornSrwhiir discussing the circular, made the following pertmenv 
observations: — 


“Yes, 


the instructions are that the certificate should be accepted. 
One of the leading Chartered Accountants wrote us enquir- 
ing what is the practical effect of this circular. The Charto- 
ed^ Accountant has to rely on the 

books but suppose something is not m the books ®t all what 
k his re^poSility. Takini in view the present competition 


'J' * Vide Para 2 of letter dated 30th Nov. 1959 from the 
Committee printed at the beginning of this Report. 

410 C.B.R. * 


Chairman of the 
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for income tax practice, is it at all practicable for a Chartered 
Accountant to give such a certificate. The way in which this 
is given puts a sort of undefined liability as if everything is all 
riglit and yet it does not uchieve any purpose- He has said that 
very few Chartered Accountants will agree to this.’' 

71. Jt IS Significant to note that ichile the question put by the Committee 
in the questionnaire related to compulsory audit for husiuess income cases 
only, the recomrnen datum of the majority now ejnbraces all cases of 
iriisiness. j}rofessioii and vocation Mention about professions end voca- 
tions was (‘ontained in the 1951 Amendment Bill and as a result of the 
repi'esentaiions then made, a proper view was then taken and even the 
Taxation En(]Uiry Commissioi), when sending out its questionnaire, res- 
trict s'd ii,^ r-ei'crcnce to business income cases only. Accounts of profes- 
sionvd men would he a. very simple character and they would reflect 
only the rx-ctripts and disInirsenK nis and I wonder as to why any certifi- 
ealion in res|)eci tin reol is (‘ontemplated Further, for declarations, a 
Justice of tlie Peace for his own purposes, need not go to another J.P. Is 
it now suggested that a Cliartered Accountant, vrho is competent to audit 
the accounts ot others and moke a certification, should submit his own 
accounts and records to hi.s competitor and that his own declaration as to 
thc' correctness should not f)e accepted? There is a pertinent observation 
in the .rej)ort under tlie Appeals Chapter as under: — 

“We doubt wiieiher a tax-payer would be willing to get his financial 
afTairs exarnined by persons who may be cornpelitors either 
actual or potential.” 

72. In view of the ahove observations, it is rather siirprising that the 
nmjorhjl shovld have thought in terms of reconi'rn ending an audit of 
aeconnts of the professional people. 

The preparation and audit of accounts for non-compaiiies is altogether 
of a different character. Any form of certificate prescribed ivouJd have to 
i)(nnrnf'(iuali flcations of the Certificate 'by Chartered Accountamts covering 
all the relevant jioiuts and in consequence would lose much, if not all its 
vahie. Thc cost would be quite considerable and taking into considera- 
tion the extra cost irnvolvcd. in setting up a proper Accounts Department, it 
icovJd impose av unnecessary burden on the tax-payer. The proposal, 
therefore, is not a proper one and I would- urge that there should be no 
prorhann for a compulsory audit of accounts. 

Governmeni's Right O) .Appoint Chartered AceoiMtants for further audit 

73. The majority have observed that such a provision is not necessary 
particularly in view^ of their recommendation for compulsory audit in ail 
cases with income above Rs. 50,000. J would like to .state my view that 
su(‘h a provision is not neces.sary becau.se the initiative and responsibility 
of the I nconie-ta?: Officer should riot be shifted to some outside agency. If 
the objective is t(^ be richieved, it can well be done by recruiting Chartered 
Accountants in the Department itself, for purposes of both the matters 
discussed undca- Questions 16 and 17. It is not desirable to impose an out- 
skfc agency on assessecs and this type of ivork ought to be done by the 
Assessing Officer himself. It is he only who has all the advantage of the 
■material basic data with him and the examination which he can conduct 
cannot be conducted by an outside agency, which loould not naturally he 
equipped with the asses.sing and summoning powers of the Income-ta,v 
Officer^ 
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Sirriplijied Forms 

74. Members of the Committee hod the benefit of considering the Forms 
prepared by the Committee's office. But 1 find that except for a new lay- 
out for the Income-tax f\)rms,,the forms for Wealth-tax and Expenditure-- 
tax do not appear to have been drafted. So far as the Income-tax forms 
are concerned, the office draft oppeared to be more complicated as it 
introduced much more statistical information in the Return itself which 
can be gathered separately in the course of assessment proceedings and in 
case such Forms were to be filed in by assessees, it would be very difficult 
for ordinary layman or for even business people to fill them in without 
having expert assistance. Particulars were introduced in such Forms for 
information to be had for properties, shares, securities, etc., held by persons 
ill a fiduciary capacity and full panieulars of such fioldmgs with distinctive 
numbers were also contemplated to be obtained. The work involved 
would, indeed be colossal and there would be duplication of the iniormn- 
tion in a number of cases. There were several other particulars oi a 
duplicating nature. The majority /mnc iihiniately decided not to suggest 
any siniplified forms and air*c drajis thereof. They have, however, indict- 
ed broad lines on which the Return of Income forms be prescribed, dhey 
have not suggested any simplification oi the Wealth-tax and Expenditure- 
tax forms althougli there was a persistent demand for this. I am ol thi? 
view that simplified forms should be suggested. 1 heve prepared drafts 
of the forms for Income-tax, Wealth-tax and Expenditure-tax and these 
were given to the memix^rs of the Committee for their consideration. I 
am not satisfied with the restricted nature of the decision taken by the 
majority. I recommend the adoption of simplified forms drafted hy rae. 
There (ire three separate sets for (i) Incouie-tax, (ii) Wealth-tax and (Hi) 
Expeuditv re-tax. These three sets of forms are annexed, to this memoran- 
dum and have been indicated separately. 


CHAPTER III 


ASSESSMENTS II 
Part B — Special Prohleins 


Alloivance of Expenditure and Question of its Spreadover in respect of 
Business Premises taken on Lease or on Rental Basis 

75. The majority, instead of considering this issue on the basis of an 
tallowance of expenses, have made a re^commendation in terms of deprecia- 
tion allowance. Such an approach, in my humble view, is defective 
because there should be no question of depreciation in respect of premises 
belonging to another. According to the existing law, such, expenditure 
is alloived to be deducted, hut, on the analogy of the position obtaining In 
other countries, and particularly in the U-S.A. the questioii of option being 
ginen to the assessee to have a spread-over with such allowance in a 
number of years, deserves consideration. The majority have restricted 
their recommendation to lease-hold premises only, but with the regulations 
and rent control position, the same consideration should be given to pre- 
mises taken on a monthly rental basis and in such cases where the temmt 
incurs expenditure, such expenditure should also be allowed. This 
allowance and the question of option for a spread-over should be one of the 
items of expenditure to be enumerated in the Act as per my suggestions 
made above under the head ‘Simplificvition of Statutes'. 

Development Rebate. 

76. The Committee have made various recommendations in this behalf, 
but taking into consideration the difficulties experienced and the need for 
a proper statutory clarification, 1 recommend that the change in re.spect of 
every item recommended by the Committee should be provided for by 
statutory amendment and it should not be left to 'be regulated by executive 
mstructions. 

Matters relating to Section 23A. 

77. The Committee discussed the fundamentals of this question as also 
various details relating thereto. The majority have not accepted the sug- 
gestion that the old provision, viz., Sub-sections 3 to 5 of Section 23A 
which were deleted by the Finance Act No. 2 of 1957, should be restored. 
It appears that they were not prepared to accept this suggestion unless the 
existing statutory percentage for distribution were increased. Tliey have 
referred to a two-pronged suggestion to have the provisions and not 
increase the percentages; but, with great respect I may state that the per- 
centages were so reduced to eliminate unnecessary work by stipulating a 
percentage which would take within the purview of the operation of 
Section particular industrial concerns if they made distribution of a 
lower order. Therefore, the percentage is not one which can he linked on 
merit with the scheme itself. It is, on the other hand, a percentage which 
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.■monthens the functioning of the scheme by keeping the percentage at a 
lower iiqure. As it is, the percentage has been increased by the Finance 
Kct 1959 and, therefore, there should be no question of a further increase 
iw the recommendation of the restoration of the provisions of sub-sections 
Hi to (5) of Section 23A as it previously existed before the amendment 
made bv the Finance Act No. 2 of 1957. 1 also recommend that the scherm 

l,e reinved without having the institution of a Board of Referees The 

orders should be passed by the Commissioners of Income-tax after ^ he 
the assessee and such orders, to ensure a judicious consideration mould b 
aliynoed to be appealed against, appeals being preferred to the 
Appellate Tribunal. This process will not involve any delay- visualised by 

the majority. 

78 There is an observation made by the majority to the effect that the 
exi^^ting percentages are, in their opinion, reasonable end adequate and 
leave enough balance with the company for meeting their capital require- 
ments for modernisation of plant, development, etc- This .finding is not 
mstified by the actual position obtaining; ivUh an increase in the bur dm 
of taxation, companies have been compelled to pay by way of taxc 
bigger amounts and they have been compelled 
vast resmves also. When this is the position, it cannot be asserted that 
iufhcient amounts are left for ploughing back and 

rdant. development, etc. The observation of the majority that , 

obvious from the fact that during 1958-59 only in about 3 per cen . ol the 
assessments of Section 23A companies did need arise tor levying additional 
Super Tax under Section 23A of the Income-tax Act is not intelligible. It 
simifies nothing. On the contrary, the correct position is that comp.m^ 
hive been compelled to draw on past reserves os clearly indicated by me 
in paragraph 162 of this memorandum in the Chapter relating to Ketunds. 

79 As reaards the question of relating the interpretation of .smallness of 
vrofitto book profits and not to assessable profits, the majority have opined 
that this is being done in some cases but instead of leaving the matter to 
be regulated by administrative action, the clarification 
in the statute itself, because, without so doing, unnecessary litigation , 

bound to ensue. 

80. It is also desirable to enumerate the amounts which must be deduct- 
ed in arriving at the amount of distributable surplus. 

I would recommend the inclusion of amounts which are set aside and/oi 
debited to the Profit and Loss Account under the requirements of the Com- 
panies Act, 1956, to show a true and fair position of a company. 

81 I brought to the notice of the Committee the very difficult and per- 
haps on absurd position which would ensue a literal rnteirrem 
the provisions of Section 23A entailing a distribution out of capital. In a 
num^r of cases, higher distribution would have been 
vears and because of the technical interpretation Perctnt rhs ribu- 

tion for later years would Hake the total amount of de ^nd not onal 

distribution beyond the hundred percent profit of the cornpany. I, there 
fore, suggest that the statute should make tt clear that j/. 

Section 23A should not apply to cases where the ^ 

actually distributed and those notiormlly worked out 
beyond the total nett available surplus of a company. 
have not accepted this suggestion, I recommend that the law should cl a ly 
provide for such non-application. ^ 

from the Chairman of the 


♦ * Vide Para 2 of letter dated 30th Nov. 1959 
Committee printed at the beginning of this Report. 


464 


Speculation Losses and Hedging Transactions. 


82. The Committee have made vital recommendations relating to this 
matter and have also made suggestions for amending the section so that 
transactions in ail commodities are put on par and hedging losses against 
ready stocks of every commodity stend to be allowed under the Act. To 
ensure a proper iDorking and correct interpretation I nwuld also recorn- 
mend that the various propositions accepted by the Co .imittee and 
changes recoinmended. should he provided for in the statute itself to avoid 
any inisinterpretatiov. at the hands of the assessing officers. It is a fact 
that inspite of the categorical assurances given by the then Finance Minis- 
ter^ assessing aidhorilies, at even higher levels^ have taken a very technical 
stand totally brushing aside the assurance given and forgetting the s%yirit 
in tvhich these assurances were given. It is all the more necessary, there- 
fore, that the clarifunitm^ given by the Central Board of Revenue in the 
various circulars are summarised and the gist thereof embodied in the 
statute itself. • 


The Committee discussed the distinction in the phraseology of clauses 
(a) and (b) to the Second Explanation of Section 24 (1) of the Income Tax 
Act. While one clause makes a reference to stocks held, the other does 
not. It was felt X\mi the two clauses should be identical so that hedging 
losses in commodities other than those relating to stocks and shares could 
also be clearly brought within the purview of allowance. As this aspect 
is not clearly 'brovgbt out, 1 specifically recommend that in expanding the 
Second Explanation to Section 24(1),' the same phraseology be used to 
extend the allowance to hedging losses against stocks of M commodities 
putting them on par iihth shares and securities so that such losses whether 
they are against transactions of ready stocks or purchases are alloiaable. 


83. The Committee fully discussed the difficulties experienced by 
assessees by a peculiar interpretation having been made about the allow- 
ance of speculative losses imd their set off. It has been clearly observed 
by the Committee that if an assessee earns speculation profits in a previous 
year and suffered lasses in other business in that year and he had incurred 
specidation losses in the earlier years which had been carried forward 
and were due to be set off against the speculation profits of the previous 
year, the assessing officer sought first to set off the previous year's losses 
from the other business against the speculation profits before setting off 
the carry-forward losses against the latter. Consequentially, the recom- 
mendation should have been to the effect that if an assessee had earned 
speculation profits in a year, speculation loss, if any, carried forward from 
the earh'er years or the speculation loss, if any, of that year should be 
first adjusted against these speculation profits before allowing any other 
loss to be adjusted against these profits. In the chapter to be finally 
included in the report, however, the recommendation is differently made 
and it is stated that if an assessee had earned speculation profits in a 
year, speculation loss, if any, of that year should first be adjusted against 
these speculation profits before allowing any other loss to be adjusted 
these profits. Apart from the question of a fundamental change 
having been made by the majority, the fact remains that 
the difficulty in respect of accumulated losses and their carry-over con- 
sideration for a number of years after the amendment comeis into force 
would still remain. Again, by administrative instructions the necessary 
relief can never be ensured. It is the experience of the taxpayers that by 
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leaving matters for executive action, an iniquitous position always con- 
tinues and, therefore, taking into consideration the extraordinary difficul- 
ties experienced by the taxpayers I would recommend that the law should 
be amended to clarify be^mnd the shadow of a doubt that speculatioii 
losses, if any, carried over from earlier years or the speculation losses, if 
any, of a particular year shall be first adjusted against speculation profits 
of a particular year before adjusting any other loss against such specula- 
tive profits. 

The report gives an extract irom the speech of the Hon’ble the tl-mn 
Finance Minister but in rny view there are two other portions from ms 
speeches wffiich are also relevant for consideration and I reproduce the 
same below: — 

“It has always been the intention that speculative transacti^s m 
dijf event cominodities and in different markets would be 
regarded as one business and the profit and loss determmed 
by combining all these transactions. 

With regard to hedging, the Department will not he too partly 

about the quantities and timing, so long as it is ^saUsjLed. that 
the transaciiGns do eonstitute gcniime hedging. 


It will appear that the intention of the amendment then maeje Wvas to 
allow all hedging losses in r-espect of all commodities provided 
ed to transactions against slocks held or purcliase made wliether they 
were of the nature of sliares and securities or of stocks of any other com- 
modifies. The other matters also have been comniented upon and it is 
very ess(vntial that the basis on which the amendments were made stands 
fully clarified in the statute itself and a positive amenarnent is made ot 
the relevant provisions including those of a regulansation of, clauses (a) 
and (b) of the Second Expianation to Section 24(1). I positively ho d il»e 
view that a comprehensive amendment of the section is necessary to 
at rest the uncertain position and the unwarranted interpretation 
is being put on the existing legislation by the various taxing authonties- 

84. I am making these suggestions subject to the fundamental approach 
relating to this question which I am indicating below- 

Representatives of recognised Stock Exchanges made a 
plea to the effect that there should be no discmclion between speculatiye 
transactions and other transactions, ay e President 

Exchange when he appeared before the Committee, made an andly,n.. ot 
the posUion and invited the attention of the Committee to the memonm- 
dum submitted by that body to the Taxation there 

majority have not accepted this suggestion, but it J; 

is considerable force in the submissions made by the it,pit .entatnes ot 
recognised Stock Exchanges. 

85 In discussing the question of the futility of tlie amendment that 
was introduced, thf Bombay Stock Exchange in its representation to the 
Taxation Enquiry Commission observed as undei 

"Futilitv of the Amendment.-The principal object with which the 
amendment was introduced was to protect revenue by che v- 
iS "^Malpractice of buying and selling of losses. Durmg 
Sf SLte in Parliament, the Finance Minister admitted that 
there was no direct way of defining, for legal purposes, these 


particular transactions. He then went on to explain as under 
how the amendment was to be made workable at all: — 

*We have proceeded by the method of excluding what we do not 
want to hit. In the Bill as it is drafted we have excluded 
hedging transactions, tlie common hedging transactions, 
that is a mill buys cotton, and sells cloth. There are vari- 
ous other varieties of hedging transactions, and after dis- 
cussions with the representatives of trade and business 1 
have come to the conclusion that they are also legitimate. 
One category of transactions is the one I referred to just 
now; a man wants to protect himself against any loss in 
certain scrips he holds, but he sells some other scrips which 
he expects will have a reverse movement. The object is to 
save that kind of transactions.’ 

This correctly sums up the modus operandi of liedge transactions 
in forward markets. A holder of shares in one company 
anxious to protect himself against losses through price fluc- 
tuations generally sells other scrips which are current as a 
hedge and are freely marketable and negotiable If a person 
holds shares of, :;ay, Mysore Mills which at a particular 
moment do not have a ready market, he hedges by selling, 
say, Tata Steel Defds- or Bombay Dyeings w:hich may then 
have a liquid and broad market. Big mercantile houses, by 
the very nature of their business, have to resort to such tran- 
sactions by selling popular scripts to giiard against losses in 
their holdings which they generally keep as a locked-up 
investment, either because there is no market for such 
shares, or for retaining control of the companies concerned, or 
for future capital appreciation. It is a fundamental 
object of the forward market in shares to provide a 
hedge to the genuine investor as well as a free and ready 
market for shares. A provision for this is made, as the Finance 
Minister explained to the House, by insertion of clause (b) 
in the proviso to Explanation 2 to Section 24(1) of the Income- 
tax Act. There is no doubt that Stock “Exchange losses 
suffered by an assessee when hedging against his 
investment are excluded from the delinition of ‘speculation 
loss’ and can be set off by him against his other income. The 
question, what would happen if such losses were disallowed 
has been already answered by the Finance Minister in his 
speech quoted above. The further question is that if such 
losses must necessarily be allowed — which is what clause (b) 
provides — what is there to stop unscrupulous wealthy asses- 
sees who have large investments of their own from ‘buying 
losses’ in the guise of hedge transactions against their invest- 
ments and then claiming a set off? The amendment to Section 
24(1) is supposed to cast a net especially for catching such tax- 
dodgers, but in fact the mackrel escape and only the sprat are 
caught. What then is the meaning of the amendment to Sec- 
tion 24(1)? There is no way of steering clear between Scylla 
and Charybdis. The fallacy lies in the presumption that the 
entire complicated trade of various forward markets can be 
defined in law by a process of exclusion through the insertion 
of some exceptions here and there. The addition of execep- 
tions capable of giving some protection to hona fide trade in- 
exdtably make the amendment look like a sieve; and without 
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such exceptions, the trade itself is greatly disorganised In 
the result, honest assessees receive the short end of the stick 
in either case. The amendment to Section 24(1) with its 
clumsy and ambiguous provisions hits bona fide business at 
all points and probably the only person who is not worried is 
the tax dodger ‘buying losses’.” 

86. Having discussed this, the memorandum makes an analysis ot the 
issues involved and the harassment of assessees as under; 


“The fact that the Income-tax Act by a legal fiction empowers an 
Income-tax Officer to say that a particular loss is speculative 
and that its set-off cannot be permitted does not put back 
money in the pockets of an assessee to enable him to pay the 
tax demanded. The disallowance of the set-off of losses in 
respect of 75 to 80 per cent, of the bona fide trade of forward 
markets, which in one sense or another might be held lo be 
speculative, can only cause harassment and impose a hardship 
and burden for which there is no sanction either in equity oi 
justice and no warrant in the needs of the situation- It is for 
this reason that the amendment to Section 24(1) is condemn- 
ed by all quarters as misconceived and mischievous, as need- 
lessly provoking unhealthy'' litigation and upsetting the trade 
while failing in its main purpose of stopping the malpractice 
of ‘buying losses’, to the extent that it does prevail at present.” 


87 The memorandum under the heading “The Correct Approach’ 
indicates the method and manner in which the problem requires to be 
approached and I am reproducing the relevant portion below fc>r a ready 
reference. The last sentence which 1 have underlined is of crucial import- 
ance: 


“T/m Correct Approach . — The coercion implicit in disallowing set-off 
of speculation losses is calculated to diminish speculation gains which 
ultimately give assessees their livelihood and are the source from which 
GlovcrnmGnt rGV€?iixi 0 itself is derived. 11 thst souice is considered tainted, 
there is no object in Government regulation of forward markets. But to 
recognise, on the one hand, the importance of forward markets, and on 
the other to disrupt their efficient functioning by slowly garrotting bona 
fide forward trade through the medium of the Income-tax Act, is a con- 
tradiction in terms which camiot be easily reconciled. It is necessary to 
emphasise that the problem of buying speculation losses is quite capable 
of being solved by normal processes. No doubt it is true that losses do 
not bear on the surface any marks of their origin but they become signi- 
ficant from the point of view of income-tax evasion only when— 

(a) an assessee claims set-off of speculation loss against other 
income; 


(b) the assessee’s other income is large; and 

(c) the proportion of speculation loss to the otfier income is large. 


Such cases can be picked out at sight and this at field^of 

critical investigation to a relatively small percentage of the total number 
of cases. Any extra expense and attention devoted to such Cases ifi 
likely to be well rewarded. A determined tax-dodger may be expected 
to do his best to obliterate all evidence of the origin of the losses he has 
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bought. But the operation can be carried out only with the collusion 
of a number of other parties and by the Fabrication of books and docu- 
ments at a number of places with the sword of Damocles hanging over 
his head in the form of treats of exposure and blackmail. In fact, where 
an organised market like the Stock Exchange is concerned, such an 
attempt all the way can rarely succeed- When the purchase and sale 
contracts resulting in the alleged loss are not found to be supported in 
the books of the brokers employed by the suspect assessee in the shape 
of corresponding transactions in the open market with other 'BazaF 
parties, that is, brother brokers, that should be deemed to be prUna 
facie evidence that the loss claimed is not genuine, unless indeed the 
assessee produces irrefutable evidence to the contrary. It should not 
be difficult to educate a hand-picked staff in the modus operandi of ‘buy- 
ing losses’, and with such a staff in charge of the small number of suspect 
cases, the fraud on revenue cannot for long survive. The problem is 
essentially one of a vigilant, efficient and honest administration. The 
responsibility for that rest with the Department and cannot he saddled 
on the shoulders of an overiohelming majority of honest assessees who 
are interested or engaged in forward business^ 

88- Anal 3 csing the matter further, the memorandum reflects the position 
about the strong feelings of the Stock Exchanges. The statement is that 
75 to 80 per cent, of the business on dhe Stock Exchanges and other forward 
markets was allegedly to be treated as- speculative within the meaning of 
the amendment of Section 24(1) of the Act, 75 to 80 per cent, of the 
bona fide trade and the assessees interested or engaged in such trade are 
penalised for the misdeeds of a handful of tax-dodgers in a manner with- 
out precedent in income-tax law and practice in the past and without 
parallel in any other part of the world. This was, in their opinion, a great 
wrong. It was submitted that the wrong must be righted by rescinding 
the amendments made in Section 24(1) of the Income-tax Act by Section 
3(d) of the Finance Act, 1953. 


89. I see great force in these submissions and taking into considera- 
tion the fact that the correct approach is to find out the exact nattire of 
transactions and deal with the matter on the basis indicated in the 
Bombay Stock Exchange mcm.orandum there is no need to retain this 
sort of a provision on the statute book. 


90. Even under the Excess Profits Tax Act artificial transactions and 
transactions effected with a view to avoid Excess Profits Tax were re- 
gulated by specifiec sections, viz. Section 10 and lOA of the Excess 
Profits Tax Act. 


91. These sections are reproduced below for ready reference 


'^Artificial Transaction 

“Section 10. (1) In computing profits for the purposes of this Act, 
no deduction shall be made in respect of any transaction 
or operation of any nature if and so far as it appears that 
the transaction or operation has artificially reduced or would 
artificially reduce the profits. 
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(2) If the Excess Profits Tax Officer is satisfied that any person 
has entered into or carried out any transaction or opera- 
tion by which the profits have been or would be artifically 
reduced, he may, with the previous approval of the Inspect- 
ing Assistant Commissioner, direct that such person shall 
pay, in addition to any excess profits tax for which he is 
or," but for such transaction or operation, would be liable, a 
penalty not exceeding the tax evaded or sought to be 
evaded.” 


^^Transactions Designed to avoid oi;’ reduce liability to Excess Proilts Tar: 

Section lO-A- (1).— Where the Excess Profits Tax Officer is of opinion 
that the main purpose, for which any transaction or transactions was or 
were effected (whether before or after the passing of the Excess Profits 
Tax (Second Amendment) Act, 1941) was the avoidance or reduction 
of liability to excess profits tax, he may, with the previous approval of 
the Inspecting Assistant Commissioner, make such adiustments as res- 
pects liability to excess profits tax as he considers appropriate so as to 
counteract the “avoidance or reduction of liability to excess x>i'ohts tax 
which would otherwise be effected by the transaction or transactions. 


(2) Without prejudice to the generality or the powers conferred by 
Sub-section (1), the power conferred thereby extend, 

(a) to the charging with excess profits tax of persons who but 
for the adjustments would not be chargeable to the same 
extent; 


(b) to the charging of a greatei’ ;iinount oi tax 
chargeable but for the adjustments. 


than would be 


(3) Any person aggrieved by a decision of the Excess Profits Tax 
Officer under this Section may appeal in the prescribed time and manner 
to the Appellate Tribunal ” 

92 Under the existing legislation Assessing Officers can and do cer- 
tainly go behind the transactions entered into and m case they find 
anything fishy, they probe into matters and pm down responsibi .y ^ 
oroner persons. In a number of cases there are instances of so called 
protective assessments where assessments have been f'lschorjed botti on 
the persons suspected of having bought losses and 
pected of having obliged them. Such cases 

on merit and where transactions of a magnitude me tnteied nuo and 
big losses are reflected without a past background or ^^ere are cijc > 
wLre normally such transactions did not obtain, the Department can 
and must certainly take action. 

With fhit analysis I wojild recommend that the amendments in- 
tJLTly Secured) «/ F.nance Act, 1953 rescued ‘l«d tke P«,- 
tint, that emsted before such an amendment be restored, so that there is 
between the to-cullei epecnUtive ,ransac«o.., and 

Other trausactions. 


\egistration of Firms 

94 The maiority have opined that assessees have to 
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immense. It cannot be assumed that registration of firms is a concession. 
Legislations of other countries provide for record returns only in cases 
of firms and assessments are discharged directly on the partners and re- 
coveries are made from them. It is not as if a registered firm is a legal 
entity. A firm consists of the partners who constitute it and it is the 
partners who legally constitute the firm. Obinously, therejore, the 
question of discussinq the so-called benefits of registration should not- 
arise. Actually, a number of witnesses made a suggestion that there 
should be automatic registration with a right of enquiring into the genui- 
neness or otherwise of firms remaining intact in the hands of the 
Department. Several official witnesses also favoured this idea. The 
recommendation made by the Committee not to do away with registra- 
tion is made mainly with the objective of enabling the assessing authori- 
ties to examine the question of genuineness or otherwise of the consti- 
tution of a firm at the very inception and I would, therefore, like to 
make an observation that it is this objective only which should be kept in 
mind and legal technicalities not affecting the siibstance of the matter 
should not be allowed to prevail. Instances were cited before th« 
Committee of cases where registration was refused on flimsy and tech- 
nical grounds although, in substance, genuine firms did exist. Such an 
approach is hardly desirable and from this point of view it was as well 
that the Committee could have thought in terms of abolishing registra- 
tion altogether. But the Committee have come to this conclusion to 
ensure a proper check at the hands of the assessing authorities for deter- 
mining the genuineness or otherwise of the firms, and that, to my mind, 
should be the primary objective. 


Refusal of Registration on Technical Grounds 

95. Although a recommendation has been made by the Committee 
to provide for technical defects to be rectified, the majority did not accept 
my suggestion that a specific provision should be made in the law itself 
as per the recommendation of the Law Commission. It is possible that 
assessing officers may not give thi.s facility and as a result thereof, on 
technical consideration, registration may be refused. Taking my obser- 
vations in the previous paragraphs into consideration, it is but appro- 
priate that the position in this behalf should stand regularised by a statu- 
tory provision and it .should not be left to be dealt w'ith only by adminis- 
tive action. Further, in determining the technical errors^ a fetish of 
finding errors should not be made and only substantial defects which 
vitally affect the formation and constitution of the partnerships should 
he considered. 

Matters relating to Section 34 — Question of reopening assessments 

96. The majority have not accepted my suggestion that the period of 
four and eight years stipulated in Section 34 should be reduced to three 
and six years. In this connection, I invite particular attention to the 
observations made by me in the comments relating to the Tax Evasion 
chapter. In a large number of cases assessments are delayed and are 
not taken up for consideration till they are likely to be time-bairred. It is 
desirable that there should be an expeditious disposal so that cases are 
disposed of within two years and with a view to introduce an element 
of efficiency in administration, it is but appropriate that 
there should be a compulsion introduced by the statute on 
the assessing officers. I, therefore, recommend that the periods as per 
the suggestions made by me in the comments in the Tax Ffivasion chapter 
should be reduced to three and six years from four and eight years. 
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97. The Committee have recommended that the Income-tax Officer 
should intimate to the assessee the grounds on which action is proposed 
to be taken and the assessee is given ten days' time to send his reply, 
i ivould suggest that this period of ten days is too short and a time of 
atleast 21 days should be given for a reply in respect of such a vital 
matter.^ 

98. 1 would also suggest tlmt the question of amending this Section 
Gild making a provision on the lines of Section 41 of the IJ.K. Income-tax 
Act should also be considered. I am reproducing herebelow this section 
for ready reference: — 


— (1) If the surveyor disc 


covers- 


that any properties or profits chargeable to tax have been omitted 
from the first assessments; or 
that a person chargeable has not delivered any statement, or has 
not delivereci a lull and proper statement, or has not been 
assessed to tax, or has bc^en undercharged in the first assess-' 
ments; or 

that a person chargeable has been allowed, or has obtained Iroin 
and in the first assessments, any allowance, deduction, 
exemption, abatement or relief not authoiised by this Act, 
then and in every such case — 

(i) where the tax is chargeable under Schedule A, Schedule B oi 

Schedule E — 

(n) if the first assessments have not been signed and allowed, the 
surveyor shall amend the assessment and assess the fifrson 
liable* to the full amount, and at the lull rate ol tax, at 
which he ought to be charged; 

(b) if the first assessments have been signed and allowed, the 
^ surveyor shall certify the particulars to the Additional 
Commissioners, who shall sign and allow an additional 
first assessment in accordance therewith, which snail be 
subject to appeal and other proceedings as in the case ot a 
first assessment; 

(ii) where the tax is chargeable under Schedule D, 

commissioners shall make an assessment on Ih _ 

chargeable, in an additional first assessment m such a sum 
as. according to their judgment, ought to be charged, and 
any such assessment shall be subject -to appeal. 

(2) Any assessments not made at the 
ments are signed and allowed shall, as 

to the first assessments by means of separate foims of assc.ssment. 

(3) As respect tax chargeable under 
have effect subject to any regulations under section one hundred an. 

fifty-seven of this Act for the time being in force. 

qq I am of the view that a provision like this would ensure proper 
justice, would avoid unnecessary and fishing 

widing /or dealing with % concerned by putting a 

gularise the position ^ far ^ ^ authorities of making out a prima 

"come, instJad of basing the re- 

opening on mere suspicion. 
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100. Apparent over-^assessments, 

I had made a suggestion to the Committee that a recommendation 
should be made for having a provision to give relief in cases of apparent 
over-assessment, and a suitable provision on the lines of Section 66 of 
the United Income-tax Act, 1952, was indicated. 1 am reproducing this 
Section below for read 3^ reference: — 

“66. (1) If any person who has paid tax charged under an assess- 
ment to income tax made for any year under Schedule D or 
Schedule E alleges that the assessment was excessive by 
reason oi some error or mistake in the return or statement 
made by him for the purposes of the assessment, he may, at 
any time, not later than six years after the end of the year 
of assessment within which the assessment was made, make 
mi application in writing to the Commissioners of Inland 
Revenue for relief. 

(2) On leceiving any such application the Commissioners of 

Inland Revenue shall inquire into the matter and shall, 
subject to the provisions of^ this section, give by way of re- 
payment such reliel (including any consequeritial relief from 
surtax) in respect of the error or mistake as is reasonable 
and just : ; 

Pi ovided that no relief shall be given under this section in respect 
0.1 an ei 1 OI ()r mistake as to the basis on which the liability 
of the applicant ought to have been computed where the 
1 eturn or statement was in tact made on the basis or in 
accordance with tlie practice general]3;^ prevailing at the time 
when the return or statement was made. 

(3) In deterrning any application under this section the Com- 

missioners of Inland Revenue shall have regard to all the 
relevant circumstances of the case, and in particular shiU 
consKier whether the granting of relief would result in the 
exclusion from ch;a\ge to income tax or surtax of any part 
ot the profits or income of the applicant, and for this pur- 
pose the Comjnissioners may take into consideration the 
liability of the applicant and assessments made on him in 
respect of other years. 

<4) Any person who is aggrieved by the determination of the 
Commissioers of Inland Revenue on an application made by 
him under this section ma3% on giving notice in writing to 
those Commissioners within twenty-one days after the noti- 
fication to him of their determinatJon, appeal to the Special 
Commissioners, j 

(5) The Special Commissioners .shall thereupon hear and deter- 
mine the appeal in accordance with the principles to be 
followed by the Commissioners of Inland Revenue in deter- 
mining applications under this section and, subject thereto, 
in like manner as in the case of an appeal to them against an 
assessment under Schedule D, and the provisions of this Act 
relating to such an appeal (including the provisions relating 
to the statement of a case for the opinion of the High 
Court on a point of law) shall apply accordingly With anv 
necessary modifications; , 
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Provided that neither the appellant nor the Commissioners of 
Inland Revenue shall be entitled to require a case to be 
stated for the opinion of the High Court otherwise than on 
a point of law arising in connection with the computation oi 
profits or income.” 

101. The majority hat^e not ultimately accepted rny suggestion on the 
ground that Section 33A proirides remedies under certain circumstances 
and tho said provision can secure required henejlt by the Com- 

missioners exercising their discretion to condone delay jreely. i am 
ajraid this approach is not correct. Section 33A petitions are more or 
less mercy petitions and the general impression in the minds oj taxpayers 
is that in rare cases only they get the benefit and lohen the statutes oj 
other countries proinde for such a remedy by the statute, I see no 
reason why in the statute of our country there shoiild be no siniilar pro- 
vision. 


Bar of Double taxation under the Act 

102. The majority have not accepted my suggestion in this hehnlf, I 
had suggested that there should be a specific provision introduced in all 
the direld tax acts to bar double assessment. This question has a pre- 
vious background. When the 1938 Income-tax Amendment Bill was 
discussed in the Legislative Assembly, a definite mention ^ was made 
about this matter. The observations of the late Shri Bhulabhai J. 
Desai are reproduced below: — 

“And what was intended by my Honourable Friend, Mr. Kazrni, 
who was responsible i’or pressing this matter on my atten- 
tion was that there would be nothing lost it in some appro- 
priate place v/e could make it clear that throughout, the 
intention of the Act is what is admitted to be a rule of 
construction, and a rule to be applied in so tar as the taxa- 
tion of incomes is concerned — that the same income may not, 
in the same hands, be taxed twice over that is all that we 
meant, and so far as these parts of the Minute of Dissent 
were concerned, they were intended not so much as i 
dissent, though there is no other form of expression open 
to us-but as a guidance, as suggestions which if it wm'e 
possible to carry out we should attempt to do so during the 
progress of the Bill. But they are not mattcis of sutli a 
nature as that on any of them in. terms you could possib v 
have the Vote of the House. The only points which would 
be a matter fur vote of the House by way oi aniendnicMl.^ 
to the Bill are those to which T now come.” 


A Minute of Dissent was submitted by the late Shri Bhula.jhaj J. 
Desai, the late Shri S. Satynmurthi. Mr, Muharnmp c V’"; 

Mr. B. B. Varma and Mr. K. K. Malaviya to the the 

Committee on the 1938 Income-ta.x Amendment Bill. I am quoting tiic. 
relevant portion of the Minute of Dissent below. 

“The first point in this connection is that on a peru.sal ot the Act 
and the Bill, we find that in some cases the nncierlyrng 
principle of a large number of sections and provisions dis- 
persed^ in the Act is one and the 

is nowhere enunciated in its full form in the Act, It rve 
incorporate such principles in specific provision— in as 
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general a form as is con»istent with the other provisions - 
it would very much simplify and render easily intelligiL'le 
many of the provisions of the Act. For example, a section 
recognising the principle “No income of a person shall be 
liable to be taxed twice in his hand’’ will be easily under- 
stood, will simplify many of the provisions of the Act, and 
will remove certain doubts arising from the interpretation 
of some sections of the Act.” 

103. The Law Commission have also made .a recommendation in this 
behalf and have suggested that a separate section viz. Section 319 should 
be inserted in the Act on the following lines : 

Bar on Double Taxation under the Act — Income which has once 
been charged to income-tax or super-tax in the hands of any 
person tor any assessment yeai- shall not be charged again 
to income-tax or super-tax as the case may be in the. hands 
of the same person either for the same assessment year 
for a different assessment year. 

104. In the United Kingdom a similar provision is contained in 
Section 65 of the Income-tax Act, 1952. 

105. A provision on the abone lines is very essential and therefore I 
recommend that it should he embodied in every direct ta.x Act. 

Ta-r liability of non-residents and the question of Business connection 

106. The majority have not accepted my suggestion that business 
connection should be defined as per the U.K. Income-tax Act, 1952. They 
hold the view that the position stands clarified as a result of the ins- 
tructions issued by the Board and have not fell inclined to make a 

suitable clarification in the statute itself. It is essential that the sub- 

stance of the instructions already issued should be analysed and em- 
bodied in a suitable summary form in the statute itself to avoid any 
chance of misinterpretation and misdirection. Various difficulties are 
experienced because of the matters being left for administrative action 
and administrative action only entails various considerations. There u 
no reason why the status itself should not regularise the position in this 
behalf and bring it in line with the legislation of the II. K. 

In this connection, I should also like to make a mention of the fact 

that the want of statutory provision and clarification in this behalf is 
detrimental not only to the resident agents (treated as such) of the 
non-residents, but also the country’s economy as a whole. At a time 
2 vhen serious efforts are being made to secure foreign capital and foreign 
loans, it is but appropriate, that the position in this behalf stands fully 
regularised. The Central Board of Revenue tries to explain away the 
fears of foreign traders, but these attempts have not been very success- 
ful because the issues in question can be resolved properly only by the 
highest judicial authority in the country. The correct remedy lies in 
ame7iding the statute. It is also pos.sible that by leaving matters for 
administrative interpretation and action it would be possible for the 
Department to tighten up matters by revismg the procedure and inter-- 
preting instructions already issued in a particular way or by revising 
those instructions. Even otherwise, it is a fact that many of the circu- 
lars issued by the Central Board of Revenue have not received that 
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respectful consideration at the hands of the subordinate authorities 
which they should and even the Committee have felt inclined to make 
an observation in that behalf. Analysing the matter in this way, I 
would recommend that matters be regularised by statutory amend- 
ment. If this is not done, there is bound to be a serious impact on the 
trade of India and on the securing of foreign resources, whether in the 
shape of capital or loans. In any event, I suggest that the law be amend- 
ed by embodying a provision on the lines indicated below. 

107. If the dealings between a Non-resident and a Resident are on 
the basis of transactions between principal to principal, such cases shall 
not be brought within the purview of Sections 42 and 43 and shall not 
V be construed as amounting to a business connection unless the Resident 
has the legal authority and as a result thereof actually exercises such 
authority to enter into contracts on behalf of the Non-Resident or 
maintains stock of goods on behalf of the Non-Resident with a vieiv to 
enable him to execute orders from - the customers where also the con- 
tracts would be for and on behalf of the non-resident. 

Cases where the dealings between a Non-Resident and a Resident 
are transacted in a bona fide manner through brokers or commission 
agents acting as such in the ordinary course of their business, no attempt 
should be made to invoke the provisions of Section 42 and 43 m such 
cases, subject to the stipulation that such a broker or commission agent 
should not be a person authorised by the Non-Resident to carry on a 
regular agency business for and on behalf of the Non-Resident or is a 
person who is a de facto agent for all contractual purposes of the Noii- 
Resident. 


Matter of Jurisdiction 


108. In this connection 1 should like to observe that once the juris- 
diction is exercised by a particular Income-tax Officer, the exercise of 
jurisdiction by another Income-tax Officer, should cease. The assessees 
should also have the right of agitating the fundamental issue about 
jurisdiction at any stage of proceeding. This is a pure question of law 
and a matter like this can be agitated at any stage of the proceeding 
according to the decisions of the various High Courts and even the 
supreme judicial authorities. I do not agree with the recommendation 
of the majority that the assessees ought to raise an objection about 
jurisdiction before filing the returns. 


As regards the suggestion made in the Report about the examina- 
tion of branch accounts by officers having jurisdiction over the places 
where the branches are situated, I should like to observe that the para- 
mount consideration should be the convenience of the asscssee and in 
case he desires that the accounts and records be submitted and examin^ 
at the headquarters, there should be no compulsion to have the accoums 
examined at these particular branches. The persons controlling the 
affars of the companies or concerns would be at particular p.aces, their 
accounts department would be also there and their 
any advisers would mostly be at the place of 

provide for examination of accounts at various branches would amount 
to creating extraordinary work for the taxpayers inasmuch as in pa 
ticular cases accounts would have to be sent and 

for deputing persons concerned to various places, ^bis would entad 
extra expenditure also for the tax payers. I, therefore, do not agree with 

410 C.B.R. I 
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the recommendation of the majority about the accounts being examined 
freely at the branches without the full concurrence of the assessees con-^ 
cerned. 


Definition of income and definition of expenses 

109. I have already commented on this and other matters relating 
thereto in the opening portion of my memorandum. However, I should 
like to make a specific mention of the fact that a decision taken by the 
Committee has ultimately not been incorporated in the Chapter to be 
finally included in the report by the majority. The Committee had ^ (c 
decided that the loss or expenditure incurred after the cessasion of a ' ^ 
business but relating to its residual activities should be allowable to the 
extent of the profits but the majority have ultimately not included this 
recommendation and I do not find it in the chapter finally prepared for 
inclusion in the report. The only mention is about a restricted allow- 
ance of expenses. In my view it is essential that a provision should be ■ 
made in the law itself to the effect that losses and expenses incurred 
after the cessasion of a business, whether they relate to the residual 
activities or to the activities of the business when it was conducted, 
should be allowed when the business is closed and in case the determi- 
nation is made at a later stage, the necessary relief should be provided by 

a rectification order under Section 35 of the Income-tax Act, 

Alloivances of expenses against income from salaries and other sources \ 

110. The majority have not ultimately accepted my suggestion in this 
behalf. I had recommended that the concept of allowing expenditure 
on the test of wholly and exclusively should also be extended to 
allowance in respect of other sources as also in respect of salaries. I 
am fortified in this view by the recommendation made by the Law Com- 
mission that the principle adopted for allowance of expenses in respect 
of income from business, profession or vocation should be extended for 
allowance of expenses to employees and to Income covered under the 
head 'other sources'. I may add that much of the difficulty would dis- 
appear if my recommendation about having a composite Income head 
and a composite Allowance of expenses is accepted and the allowance 
is made on the test of wholly and exclusively, without rigidity of income 
heads and allowance of expenses in relation thereto. 


Mining Industry 

111. The Committee discussed this question in detail, but the 
majority have not made a positive recommendation in this behalf. The 
recommendations of the Taxation Enquiry Commission as also the re- 
commendations of the U.K. Royal Commission were discussed. These 
recommendations are summarised so far as the Taxation Enquiry Com- 
mission is concerned on pages 92 and 93 of the Report under para- 
rgaphs 24 and 25. The sum and substance hereof is to allow royalty 
and expenditure subject to certain limitations. But the recommenda- 
tions of the U.K. Royal Commission are of a fundamental nature. I 
suggest that the positive recommendations made by the two Commissions 
be considered and Government should take suitabie action to provide for 
the necessary and equitable solution to the difficulties now experienced 
and the peculiar position obtaining for such assessments. 
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UuifoTTnity of Legislation — Gratuity to Non-Government Employees 

112. There is a differential treatment so far as Government employees 
and non-Government ernployees are concerned. Under the first proviso 
to the Second Explanation to Section 7(1) a concession is given so far 
as Government employees are concerned. I do not see ariy reason for 
this differential treatment being given to non-Governmeni employees, 
I am of the view that the concession should he extended to all em- 
ployees, whether they are in Government service or not. The amount 
of allowance should, however, be limited to the maximum payable accord- 

I ing to the conditions of gratuity which are applicable to Government 

i employees, 

I * ^ 

I Question of imposition of only penal interest under section 18A 

113. Apart from the question of bringing new assessees on record, 
18A collection is only a provision to ensure the amounts due in respect 
-of taxes to be ultimately levied in time. Penalty as such is linked up 

i‘ with assessment proceedings. There have been a number of cases 

where assessing officers have imposed penalties in addition to penal in- 
j. terest amounts and such penalty amounts have been out of all pro- 

portion to the penal interest amounts. There have been cases where 
-5 the penal interest would be of the order of Rs. 900 whereas the 

I penalty amount would be of the order of Rs. 10, 000*. I, therefore, recoin- 

>v mend that for Section 18A matters, only penal interests should be 

charged and there should be no penalty imposed. 

if Other Matters 

114. Section 2(6A) defines the term dividend and the same has 

> recently undergone certain changes. According to sub-clause (e), any 

I loan taken by shareholders from companies would be deemed as divid- 

1 end for purposes of the Act. Though the intention underlying this new 

I provision was not to permit shareholders of private companies, circum- 

I venting the provisions of the Act by not having distributed sufficient 

amounts and by taking loans, in actual working the provision has creat- 

! ed practical difficulties. One is that, although the party may repay the 
loan even before the declaration of the next dividend, he may still 
remain liable. This is, indeed, a great hardship. Similarly, although 
only one shareholder may have taken an advance and his share in the 
company may be negligible, the whole amount of advance may be 
treated as dividend in his hands. On a rational consideration of the 
provision, it is only to the extent of the share of a particular share- 
holder according to the number of shares he holds in the company that 
. the provision should have effect and not to the artificial extent of the 
actual amount of advance. After all, the intention underlying the pro- 
visions is to check the tendency to take dividend in the form of loans. 
It is certainly not a provision to create an artificial liability. Actually, 
the law provides for exception in respect of cases where the amount of 
the loan is made good from the subsequent dividends when declared. 
There is no reason why a payment made earlier, even before the decla- 
ration of such dividend, against which the loan can be adjusted and the 
exemption secured, should not receive the same consideration, I there- 
fore recommend that in such cases the Law should provide for exempt- 
tion and/or adjustment. It is most unfair to treat the tvhole loan as a 
dividend irrespective of the stake which the shareholder has in the 
company. For his whole life time he may not expect to get any such 
payment by way of dividend and when the dividends are actually dis- 
tributed, the process would result in double taxation, that is, taxation 
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in the hands of the pers^w}^ SVintTf Z IZdeldTnd She fSu 
difference between the loan and t hands of the other shareholders 

taxation of the dividend payment ^n the hands the otner 

X ™„r; 

propoTtio7iCLte fuZmeiUal^’^and^legall^ sound. I, therefore, recommend 

?hJt Government should have this legal aspect also examined. 


Double taxation of registered firms 


115 I invite attention to the observations made the Law Commis- 
sion in this behalf. These are reproduced below for leady reference. 

‘•We would also like to firmrwhfc^^^ 

another provision reiating to iiirns nf the 

dnuiuex 1 referring to section 23(5) (a) (i) oi xne 

i\d'^Uta r lit) an” jL'IXiduTpartnerrof 

'registered firms. This ‘s the least for 

f thS {ther -tm 

type of legatmn canno* |hPP»^/"^j“riple of taxa- 
tions of ]ustice or tairness or a y j-g^edent. We appre- 

‘'■‘"I' foarit fs a mat?« of lelslative policy how high the 
focfdence of ta.alion 

S oT??e tamfihlividuals /fS74"ue.”"“'"" 
under the same Act, as a mode of raising the re 

ne. , entirely endorse the re— 

FZZVdSS tciZ 23(5) (a) read with .he Annual 
Finance Act should be abolished. 


117. In my comments relating to the Tax Evasto chapter ^haw 

mentioned the observations made ^Y ^ of value., 

nefore the Committee and stated that sue g^gh items 

and capital ^^g^nditure Tax Act was correct. However, by the 

for purposes of the .p,. ..gg ^gt of 1959, such items are now 

SSle'^Sh'for purposes of Wealth-tax and Expenditure-tax. This is yet 
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0/ double taxation. Apart from this, one cannot understand 
same item can be an asset, that is something of value, and an 
' Jl - something which does not bring into existence 
something of value at the same time. The amendment made is against 
•all cannons of justice and taxing laws. As such, I recommend that the 
respective items should be charged under the Wealth Tax only and 
ishould not be charged under the Expenditure Tax. This observation is 
made by me of course subject to the recommendation that the Expendi- 
tture Tax Act should be abolished. 



CHAPTER IV 


Appeals and Revisions 


ConstituiMn of the Benches of the Tribunal 


118 The maioritv have ullim.-vfely not accepted my suggestion that the 
Pres dent of the Tribunal should be authorised to constitute a bench of . 

f;.. AcciunlalrMembcrs or two “’f " ucfa, 

unfilled vacancy of one or the other member ^ where ^''-/heir 

member or an accountant member is absent. The tax-paycis ^ 

representatives have been put to unnecessary 
hereof and a good deal of the time ot the 

lost With a vieiv to secure an expeditious disposal of cases the Piesiaent 
of the Tribunal at his discretion may constitute such 
assigned to such benches by the President may be heard by th bench so 
constituted. I recommend that such a provision should be made. 

Removal of the avvellate Assistant Commissioners from the administra- 
tive control of the central board of revenus. 

119 While the decision of the Committee is a positive one in drafting 
the report, the majority have observed as under: — 

“We recommend that the Appellate Assistant Commissioners sRould 
be transferred from the control of the Central Board oi 
Revenue to that of the Ministry of Law.” 

In my view they have made a halting approach. The recommendation, 
should read as under: — 

“We recommend that to meet the widespread demand in this res- 
pect to have the executive and judicial functions definitely 
separated and to ensure that the set-up is one where justice 
is not only done but very clearly appears to be done, the 
Appellate Assistant Commissioners should be transferred 
from the administrative control of the Central Board of 
Revenue to that of the Law Ministry.” 

120 It is desirable to reason out this important recommendation ins- 
tead of disiiosing it of by ivay of a mere recommendatiom This matter 
has been agitating the minds of all concerned for a considerable period of 
time. It is a fact that many Assistant Commissioners are not inclined to 
decide bigger cases in favour of assessees though the cases would be Snod 
cases for them and ultimately relief is given by the Income Tax Appellate 
Tribunal The functioning under the Central Board of Revenue does- 
create a position of hesitation. The matter has also received a measure 
of attention at the hands of the members of the ConsHtuent Assembly 
and the Parliament. During the debates in the Lok Sabha on the Indian 
Income-tax Amendment Bill, 1952, very pertinent observations were made 
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by the members of the Lok Sabha. Shri N. C. Chatterjee observed as 
under: — 

You may remember, Sir, that on one point the Commission was^ un- 
animous: that is, as to whether the Appellate Assistant Com- 
missioners should continue to be subordinate to the depart- 
ment or should go directly under the Appellate Tribunal. Phe 
Bill, as it has emerged from the Select Committee, still conti- 
nues the old unsatisfactory feature of the subordination of the 
Appellate Assistant Commissioners to the department. I still 
hope that the Plouse will see that that is weeded out and the 
recommendation of the Commission is accepted. What did the 
Commission do? The Commission said — this is a very im- 
portant point and I am reading from the report, page 317-- 

“There was some ground for misgivings that Appellate Assistant 
Commissioners might be anxious to please the executive 
heads of the department and that their decisions in appeals 
might, to some extent be influenced l)y this consideration. 

That was only natural; throughout India this misgiving prevailed 
and this misgiving even today prevails. Therefore, in the 
questionnaire that was issued by the Comm’ssion question 
No. 57 asked specifically whether these Appellate Assistant 
Commissioners should be removed from the control of the 
Central Board of Revenue and whether they should be placed 
under the control of the Tribunal or the Ministry of Law. 
Now, the interests concerned were practically unanimous in 
the answer to this questionnaire — at least to this portion and 
the report said in para. 318: — 

“As regards the first point, oninion was practically unanimous 
"that Appellate Assistant Commissioners should be removed 
from the control of the Central Board of Revenue.” 

They further say — an Ex-Chief Justice of India, Justice Rajadhyak- 
' sha and a Member of the department were making this re- 
commendation unanimously, I am reading from para, 31 9-- 

“We think that the experiment begun in 1939 should be carried 
forward and Appellate Assistant Commissioners should be 
removed from the control of the Commissioners and the 
Central Board of Revenue and placed under the Appellate 
Tribunal. Their leave, transfer and posting should be in 
the hands of the Tribunal. 

We regret to see that this recommendation is not being implemented. 

‘‘ How could it possibly be expected that the Appellate 

’ Assistant Commissioners vested with judicial functions,, 

will discharge their duties properly, if you make their ieave, 
their promotion, their future prospects and their transfer 
j depend upon the sweet will of the departmental head? 

' ‘What they (the Income-tax Investigation Commission) are say- 

ing is: ‘Implement that directive principle of the separation 
of the judiciary from the executive.’ 

_I quite feel that the Hon. Minister feels that Justice 

r Varadachariar and his colleagues were right. 
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My Hon, and learned friend Mr. A, K. Basu in his dissenting 
minute has correctly said: 

The Appellate Assistant Commissioner who is the judge is con- 
sidered adequate to represent the department — an unusual 
responsibility for a judge to undertake. That party really 
becomes a judge in his own cause. This is a perversion of 
judicial procedure and is against all cardinal principles of 
administration of justice.’ ” 

121. It is on a consideration of the lucid exposition of the matter made 
during the debates in the Lok Sabha and my personal experience of over 
thirty years that I have come to the conclusion that the Appellate Assist- 
ant Commissioners should be removed from the control of the Central 
Board of Revenue and it is for this reason that I have suggested the re- 
commendation to be reworded in the terms stated by me above. 

122. As regards the Income-tax Appellate Tribunal, the Committee 
have recommended that it should continue to function. My reasoning 
for retaming the present seUup and the continuance of the Income-tax Ap- 
pellate Tribunal is that the direct tax statutes present complicated and 
technical points which require specialised knowledge, mainly of accounts 
and the appellate tribunal with its present composition of both judicial 
and accountant members is in a better position to discharge the onerous 
appellate duties in this regard than High Courts, which are over-burdened 
with uwrk and which would not be a proper forum for discussion and 
decision on the questions of fact also. I would also like to mention with 
the greatest respect that the observations made by the Law Commission 
in their report and the criticism made relate possibly to the only cases 
quoted in respect of which a particular position arose. To the best of my 
knowledge and experience I would say that such types of cases cannot be 
said to be a generality regarding the functioning of the Tribunal. 

Composition of the Tribunal 

123. The majority have recommended that the President of the Tribun- 
al should be a serving High Court judge who should be deputed to this 
Office for a fixed tenure. They have also recommended that as far as 
possible members of the Tribunal should be selected from the serving 
senior district and sessions judges for posts of Judicial Members or from 
Commissioners of Income-tax or Assistant Commissioners of Income-tax 
senior enough to be appointed as Commissioners for posts of Accountant 
Members. They should not be required to apply formally for these posts 
but the appointment should be on the basis of selection. 

I am not able to appreciate the full significance of this recommenda- 
tion because it is not clear whether it is desired to amend the law to ex- 
clude members of the accountancy profession. If this were to be done, the 
whole basis on which the Tribunal was constituted would he vitally 
affected. As I have stated earlier, tax matters involve a consideration to 
a degree of accountancy matters and it is the accountancy talent that can 
be really helpful. Apart from this, when the Tribunal was constituted, 
the intention was to provide an agency which would inspire confidence in 
the members of the public, i.e. the tax-payers. It would not he correct, 
therefore, to make appointments of Commissioners of Income-tax or 
Assistant Commissioners of Income-tax because they are departmental 
people and would naturally have a departmental bias. There has been 
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considerable dissatisfaction with regard to this matter and even the 
Council of the Institute of Chartered Accountants of India has viewed 
with concern the tendency of appointing departmental persons as account- 
ant members of the Tribunal. Even if the intention of the recommenda^ 
tion were not to exclude the accountant members and to per 7 nit the ap-- 
pointments of Assistant Commissioners or Commissioners for posts, such a 
process also would considerably impair the very set-up of the Income-tax 
Appellate Tribunal which is expected to be an independent body in which 
the tax-payers can have confidence. 


124. It has been stated that it is not possible to get proper talent from 
the accountancy profession but the reasons are not far to seek. The status 
and salary of the members of the Tribunal is not sufficiently high as to 
attract proper talent. The members of the Tribunal sit in judgment over 
the orders passed by the Commissioners of Income-tax and their status and 
emoluments should correspond at least to the status and emoluments of 
the members of the Central Board of Revenue. The issues relating to this 
question have been discussed in the correspondence between the Presi- 
dent of the Income-tax Appellate Tribunal and the Secretary to the Gov- 
ernment of India, Ministry of Law, the then Honourable the Chief Justice 
of the Bombay High Court, the then Honourable the Chief Justice of the 
Calcutta High Court and the learned Attorney General of India. I am 
giving below some of the relevant extracts which will enable a proper 
consideration of the question: — 

Extract from the letter of the President of the Income-tax Appel- 
late Tribunal, to the Secretary to the Government of India, 
Ministry of Law: — 

“You would perhaps agree with me when I say that it is becoming 
extremely difficult to recruit suitable persons on the terms 
offered by the Government. The result has been that there 
has been deterioration in the efficiency and lowering of the 
standards 

The Tribunal hears appeals from the judicial orders passed by the 
Commissioner of Income-tax. The two Commissioners of 
Income-tax, Bombay and Calcutta, draw total emoluments 
of Rs. 2,250. As a matter of fact it is the Central Board of 
Revenue which is a party before the Tribunal. The salary 
of a member of the Central Board of Revenue is Rs. 2,250. 
The salary of a Member of the Tribunal, therefore, can in 

no case be less than Rs. 2,250 I would suggest that 

the salary of the Member should be in the grade of 
Rs. 2,250-50-2,500. ..... .The Government expects a person 

to leave his profession at the age of 45/50 years and join 
the Tribunal on a salary of Rs. 2,000. At the age of 55/58 
years he will be asked to quit. On his retirement he will 

be only entitled to the Provident Fund It is extremely 

difficult to start practice at the age of 58 years. Ordinarily, 
therefore, only such type of persons can be attracted to join 
the Tribunal who have either not much of a practice or who 

look forward to making money When we discussed 

this matter with the Hon. Law Minister, he also appeared 
to be of the opinion that something has to be done to im- 
prove the conditions of service of Members of the Tribun- 
al.” 
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Extract from the letter of the Honourable Chief Justice of the 
Calcutta High Court; 

“The Income-tax Appellate Tribunal occupies a most 

position among the Tribunals of the country. . . .The condi- 
t^?ms of irvice which you mention do not appear to me to 
be at all calculated to attract suitable men to the Tribunal, 
either from the department or /^e profession o^ Ac- 

countancy or from the profession of Law... bo important 
is the position it (the Tribunal) occupies and so vast aie the 
Inancial interests which are subject to its dispensation thM 
inadequacy of the technical efficiency of its menibeis would 
itself ^be a lamentable drawback, productive it may be, of 
widespread consequences of a serious nature. Inadequacy of 
integrity would obviously be an even more serums master. . 
The^proposals which you intend to lay before Government 
appeL to me to be very moderate and I can only hope that 
you will succeed in persuading them to accept youi sug- 
gestions.” 

Extract from the letter of the Honourable Chief Justice, Bombay 
High Court: ’ 

“I have always been conscious of the extremely responsible posi- 
^ ^ tion occupied bv the Members of the Income-tax Appellate 
Tribunal ^ The Tribunal constitutes the greatest protec- 
tion that the assessee has against the Department. Its deci- 
sion on facts being final, the fate of the assessee is almost 
wholly in its hands. The High Court also must entirely 
depend upon the facts found by the Tribunal and the advi- 
sory jurisdiction exercised by it can only have value and 
Importance provided we have a body of men sitting on the 
Tribunal on whose competency, and integrity we can have 

complete reliance If you want to recruit from the 

Bar I agree with you that it is impossible today to get even 

a secontrate or a third-rate junior on the salary of 

Rs 1 800 to Rs. 2,000 1 have always looked upon the 

cutting down of salaries of men in high position as a total- 
ly false economy. While the saving to the country in 
' rupees, annas and pies is very small, the loss in efficiency, in 

honesty and integrity is colossal. I feel confident 

that the opinion of every High Court will be unanimous on 

this point.” 

Extract from the letter of the Attorney General of India; 

“I agree generally that having regard to the responsible position 
which Members of the Tribunal occupy and the nature of 
the functions they discharge their emoluments and terms 
and conditions of service call for alteration in the manner 
YOU suggest or in some similar manner. I agree that the 
matter of considerable public importance and deserves 
immediate consideration.” 

125 It will be clear from the above extracts that two eminpt Chief 
rudges of High Courts and the learned Attorney General of India have 
‘oncurred with the view of the President of the Tribunal. I recommend 
hat to ensure proper functioning of the Tribunal, to draw the prefer 
alent from both the professions of law and accountancy arid to sustam 
he confidence of the tax-payers, the emoluments of the rnernbers of the 
rribunS. and the President be suitably raised according to the suggestio i 
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■made by the President oj the Appellate Tribunal and supported by three 
eminent persons. 

126. As regards the recommendation of the majority that the President 
of the Tribunal should be a serving High Court judge, I must respectfully 
point out that this suggestion is not one which can find a practical itnple~ 
mentation. Apart from this, it is an unhealthy precedent to create by 
debarring a member of the Tribunal to become the President thereof. The 
previous law in this behalf was that only a judicial member of the Tribu- 
nal could become the President and in my capacity as the President of 
the Institute of Chartered Accountants of India 1 took up the question 
with the Hon’ble Shri C. D. Deshmukh, Finance Minister of India at that 
time and after a full discussion he was kind enough to agree that this 
differential treatment should be done away with. Therefore in the 1952 
Amendment Bill a positive clause recommending a change in this behalf 
was included. When the matter was considered by the Select Committee, 
a change was made despite the different view held by Pandit Thakurdas 
Bhargava, who was the Chairman of the Select Committee for the consi- 
deration of that Bill. Ultimately, a sort of a compromise legislation re- 
sulted by putting the wording of the section in such a way that the Presi- 
dent of the Tribunal should ordinarily be a Judicial Member. The Honour- 
able the Finance Minister during the debates on this Bill stated in the 
Uiok Sabha as under: — 

“ There was a great deal of discussion in regard to the ques- 

tion of the President of the Income-tax Appellate Tribunal. 
In the Bill it was provided that the post of the President of 
the Appellate Tribunal should be open also to an accountant 
member and there was practically no difference in the appel- 
late functions performed by an accountant member and a 
judicial member. The Select Committee thought it fit that 
the President must always be a judicial member. A statutory 
bar to the appointment of an accountant member as the Presi- 
dent in any circumstances might create administrative diffi- 
culties and unnecessary discontent among the accountant 
members. I, therefore, welcome the amendment tabled by 
Shri Vinayak Pataskar to the effect that the President would 
ordinarily be a judicial member and in due course I would 
commend this to the acceptance of the House.” 

It is but appropriate that I should quote from the minute of dissent 
submitted by Pandit Thakurdas Bhargava in this connection: — 

“The Select Committee decided not to omit the word ‘judicial’ from 
sub-section (4) of Section 5A of the principal Act. In my 
humble opinion as between the Accountant Members and 
Judicial Members there should be no distinction so far as the 
po.st of the President of the Tribunal is concerned. It is invi- 
dious to make a distinction of this nature between judges who 
exercise the same powders and functions so far as the actual 
cases go. This point was considered at length by the Select 
Committee and it was brought to our notice that many of the 
Accountant Members of the Tribunal have a much longer 
standing to their credit than the Judicial Members and yet 
these Accountant Members have no chance of holding a post 
of President simply because they are Accountant Members. I 
fail to see why any inferiority should attach to any account- 
ant member simply because he is an Accountant ^Jember and 
I wouhTtherefore like that the amendment of the word ‘judi- 
cial’ from sub-section (4) should be accepted.” 


Three other members of the Select Committee, viz., Sarvashri R. R. 
Morarka, S. L. Dhusiya and P. Natesan expressed a similar view in the 
^following terms: — 

“We do not agree with the majority of the Select Committee that 
the President of the Income-tax Appellate Tribunal should 
necessarily be a judicial member. We are of the opinion 
that as proposed in the Bill the present invidious distinction 
between judicial and accountant members should be abolish- 
ed. Once in the Tribunal, they all hold the same position 
and perform the same functions in the matter of deciding 
appeals and making references to the High Courts. A judicial 
member as such is not better qualified for discharging the 
more or less administrative functions which are vested in the 
President. An Accountant Member is equally well qualified 
to perform them and it does not seem equitable to debar him 
from presidentship.'’ 

127. The Accountant Members of the Tribunal have given an equal con- 
<tribution and 1 would therefore recommend that the relevant provision of 
^the Act and the respective provisions of the direct tax Acts should be so 
amended as to proihde that any member of the Tribunal can be appointed 
a President thereof. 

"Writ Petitions 

128. I should like to comment in greater detail on this matter. The 
protection of the fundamental rights of citizens is a very vital matter and 
such rights should not be tinkered with. The position as regards writ 
petitions is peculiar to particular places in the country only, and the 
reasons for delays can be attributed to the lesser number of benches of 
the High Courts at the respective places. ,The particulars given by the 
Central Board of Revenue in this behalf are reproduced in the following 
^statements: — 



Statement showing the writ petitions filed and disposed of by the High Courts during 1958-59 and pendency- as on 1-4-1959. 
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129. The maximum number relates to U.P. and the next in order are 
Madras and Hyderabad!, the respective numbers being totals for disposals 
for U.P. 250, for Madras 184 and for Hyderabad 177. The number of 
such writ petitions for the Supreme Court of India is not large. In this 
connection, it must be realised that in nearly one-third of the cases, the 
contentions of the assessees are sustained by the Coiurts and if amounts 
also were to be taken into consideration it would possibly give a picture 
that suitable relief in respect of very big sums was actually given by 
Courts of Law, In any event, if at particular places because of the lesser 
number of benches of High Courts a difficult situation does arise, the 
solution rather lies in expediting the work and having the writ petitions 
heard and decided expeditiou.sly. 


130. The trend to reviove the jurisdiction of the Hn/h ('uurls and rest 
in administrative tribunals is indeed a dangerons one — dangerous to the 
fundamental rights of the people. wSuch tribunals, when constituted, do 
not make either a judicial approach or show a concern tor the rights of 
individuals and it is a fact that a number of decisions given by the exist- 
ing quasi-judicial officers have been set aside by appropriate writ direc- 
tions or orders under Articles 226 and 227 and Article 32 of the Consti- 
tution. 


In this connection it would be appropriate to quoio from the judg- 
ment of a renowned judge of the Supreme Court: — 

“The makers of the Constitution having decided to provide certain 
basic safeguards for the people in the new set-up, which 
they have called fundamental rights, evidently thought that 
it is necessary to provide also a quick and inexpensive 
remedy for the enforcement of such rights and finding that 
the prerogative writs which the Courts in England had 
developed and used whenever urgent. . . .necessity demand- 
ed immediate and decisive inter-position, they conferred on 
the States' sphere new and wide powers on the High Courts 
of issuing directions or writs, primarily for the enforcement 
of the fundamental rights and also for ‘any other pur^se 
were included with a view apparently to place all High 
Courts in India in somewhat the same position as the High 
Court of the King’s Bench in England." 


So far as the legislation of United States of America is concerned, 
taxis are le?[e?S^^ agency of laws enacted by legislative bodies. 
The power of the Congress to legislate for the Federal Government is 
prescribed by the Fediral constitution. The ultimate determination of 
whether a statute is valid under the constitution or not lests with the 
Court. No matter how desirable it may be from 

administrative view point, a tax may not be levied if it is held to co 
travene constitutional limitation. 

132. With the above analysis I believe that the position stand.s stated 
for not disturbing the fundamental rights of citizens. 

Improved methods of ivork for appeals and additional appeal rights. 

133 There is a recommendation to the effect that the Appellate As- 
sistant SSSiissioners should not set aside S 

cases where the circumstances leave them no choice in the ma t . 
SSd paScularly be ensured that setting aside of assessments .s not 

410 C.B.R. 
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sought by the Department or the appellants for merely gaining further 
time or to gain a chance to put in additional evidence. I should like to 
observe that a rigid regulation of the discretion of the Appellate Assis- 
tant Commissioners is not correct. I would, therefore, recommend that 
an attempt by the Department or the appellant to gain more time should 
be discouraged and therefore in such cases where the facts so emerge 
the Appellate Assistant Commissioners may refuse to set aside assess- 
ments and their discretion should remain unfettered. As regards the 
question of adducing of evidence the Appellate Assistant Commissioner 
should have full discretion and he may disallow only such evideace 
which the appellant wilfully and deliberately withlield at assessrr>ent 
stage. 

In addition to the items contained in the recommendations made by 
the Committee, I should like to add the following: — 


(1) A refusal to pass an order under Section should he appcnlr- 

ahle, 

(2) Every order relating to Section ISA should pe appealable. 

(3) All orders relating to Section 23A and relevant maters shoiild 

be appealable. 

(4) An order passed under Section 23B should also he appealable, 

134. The report does not state the reasons for the specific items relat- 
ing to the recommendation for additional appeal rights. I should like to 
comment upon each of these items below : 

(1) There are several instances in which Income-tax Officers do 

not rectify assessments inspite of the fact that the matters 
fall within the purview of Section 35. It is therefore necfjs- 
sary that a refusal to pass an order under Section 35 should 
be appealable. 

The Department has always felt that orders passed under Section 
35 are mere rectifications of mistakes and therefore should 
not be appealable. With the new shape which Section 35 has 
taken and the fact that under the guise of an apparent 
rectification a substantial modification may be attempted by 
the Income-tax Officer and such a course of action may 
entail a writ petition, if the assessee has the resources and 
agencies to file them, or might entail a total abrogation of 
the rights of the assessee, it is essential that avery order 
passed under Section 35 should be made appealable. 

(2) Several fundamental issues are covered by the various sub- 

sections of Section 18A and in respect of many issues appeal 
rights do not exist. It is but appropriate that in respect 
of every vital matter affecting an assessee he should have 
the right of an appeal and therefore every order passed 
under Section 18A should be appealable. 

(3) The present law does not provide for an appeal against the 

cancellation of registration of the firm under Rule 6B of the 
Income-tax Rules. This is not at all fair to the taxpayer and 
the want of an appeal right would prejudice his other rights 
in respect of the computation of income and therefore it is 
essential that an onfer cancelling registration of the firm 
under Rule 6B of the Income-tax Rules should be made 
appealable. 
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(4) It appears that there is no provision for enabling an assessee 
to file an appeal against an assessment resulting in an order 
of assessment whereby the deemed amount of dividends is 
included in his assessment. Even otherwise, in respect of 
maters relating to inclusion of deemed dividend whereby 
loans and advances to shareholders of private limited; com- 
panies are also deemed as dividend, there would apparently 
be no appeal right except through the challenge which the 
assessee may make in the assessment itself. It is essential 
that for all such matters the assessee should be provided 
with respective rights of appeal. 


(5) According to the present law, a person may be wrongly treat 
ed as an agent of a non-resident under Section 43 and the 
only process which he can adopt is to file an appeal against 
the assessment when made treating him as an agent. Such 
a position creates unnecessary complication and work both 
for the department and the assessee. If there is a straight 
appeal provided, the issue could be decided even before the 
assessment is made and in case the order of the Income Tax 
Officer treating a resident as an agent of the non-resident 
is not sustained, the question of an assessment would not 
survive. In this light it is but appropriate that the order 
under Section 43 appointing a person as an agent of a non- 
resident should be appealable. 


(6) The order of an Appellate Assistant Commissioner .refusing 
to condone the delay in filing appeal is not at present appeal- 
able. Thus, by merely stating that the appeal is not com- 
petent or that the appeal is out of time, the Appellate As- 
sistant Commissioner may apparently deprive an assessee 
of his inherent right of appeal. Although the Income-tax 
Appellate Tribunal in some cases has sustained this right of 
appeal of the appellant and has restored the appeals on the 
files of the Appellate Assistant Commissioners, it is but 
appropriate that there is not the semblance of a doubt left 
with regard to such a vital issue and therefore it is but 
appropriate that a positive provision should be made in the 
Act permitting an appeal to be filed against an order ot an 
Appellate Assistant Commissioner refusing to condone the 
delay in filing an appeal and dismissing tlhe appeal as not 
competent for that reason or for any other reason. 


( 7 ) If a firm or an association discontinues its business, the 
partners or members thereof continue to shoulder the res- 
ponsibility of taxation and yet in respect of an order passed 
Snder Section 44 fixing liability in respect of such discon- 
tinued firm or association, there is ^9 nght of appeal It is 
but appropriate that where responsibility and lability are 
attached to a particular entity, that entity should have the 
right of appeal in respect of orders passed. 

In determining the income of the firm and in shwmg As 
allocation amongst its partners, a different view rnight be 
taken by the assessing Income-tax Officer and the allocation 
may be^o made as to adversely affect one or the other partner 
or all of thenf It would also affect the personal assessments 
of each and every partner. Such an order which is not 
spedfically appealable at present should be made appealable 


( 8 ) 
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to provide the necessary right for the firm and the partners 
thereof. 

(9) It is doubtful whether, in substance, the orders under Sec- 
tion 25(3) and 25(4) are appealable. It may be that by dis- 
puting the inclusion in the partners’ cases or in the succes- 
sor’s cases or in the relevant cases the remedy may be had 
but the ends of justice would be met only by having a 
statutory provision specifically stating that orders passed 
under Section 25(3) and 25(4) should be appealable. 

Collection of taxes in dispute. 

135. In this connection the Committee considered the position obtain- 
ing in other countries. In the United Kingdom collection of tax relating 
to the amount of disputed income is statutorily held in abeyance on first 
appeal till the appeal decision is given. In the United States of America 
no taxpayer is required to pay the additional tax if he desires to contest 
a determined deficiency on income, asset or gift before a tax court until 
the Court Judgment becomes final. Although a recommendation to have 
our legislation on the lines of the legislation of United Kingdom and the 
United States of America has not been made by the Committee, it is very 
essential that the executive authorities, keeping in view the position 
obtaining in these countries, exercise their discretion very sympatheticaU 
ly and give time and facility in such a way that the want of legislation 
for appeal rights in this behalf does not result in harassment to assessees. 

Varying Interpretations -Want of interpretation and remedy. 

136. I had suggested to the Committee that a recommendation be 
made for having fundamental questions of law relating to the direct tax 
acts referred to the Supreme Court of India through the President of 
the Income-tax Appellate Tribunal either on the motion of an assessee 
or a recognised chamber of commerce or trade association or suo m.oto on 
the action by the Central Board of Revenue. The majority have ultimate- 
ly decided to make a recommendation in this behalf in the following 
terms: — 

*'As regards uniformity of interpretation the stage of appeal before 
Sie Appellate Assistant Commissioners the present pro- 
cedure of issuing copies of instructions of the Central Board * 
of Revenue to them should continue but these however will 
not be binding on them. As regards the Appellate Tribunal 
we suggest that where on a question of law involved in an 
appeal before it varying judgments have been given by 
different High Courts, the President of the Tribunal may on 
a request made to him refer the questibn directly to the 
Supreme Court for a decision^'. 

I would say that no instructions as such should be issued to the Appel- 
late Assistant Commissioners but copies of interpretation circulars may 
be madie available for information. As to the nature of the recommenda- 
tion I make a different approach. Correct interpretation by the highest 
judicial authority in the land is of crucial importance. There is unneces- 
sary litigation going on in a number of cases various levels and very 
difficult situations have to be faced both by the Department and by the 
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taxpayers It would indeed be very helptul to all concerned if m i ex- 
pect of fundamental issues the matters were placed lor a correct inter- 
pretation before the Supreme Court of India and I recommend that where 
an application is made by an assessee or by a recognised chamber of com- 
irierce or association in respect of a general question affecting all tax- 
payers, the President of the Income-tax Appellate Tribunal may ref ^ it 
for the verdict of the Supreme Court of India and there should be no 
objection to such a reference being made on the basis 

emanating from particular cases, thus giving a generality to the fur^a- 
mentals in question. Similarly, the Central Board 
or on a representation by any taxpayer or by a recognised, 
commerce or trade association, should readily agree to have such refer- 
Ze" made ond c»e» vMo actio, b* the Cctral Board of Row 
should be ncrmissiWc b.t in such coses a uiortong f; 

» Lde o? to e, table a taxpayer'. of CWbers 

recognised chamber of commerce or through the hedeiation of Chambers 

of Commerce. 



CHAPTER V 


COLLECTION AND RECOVERY 
Companies taken into liquidation. 

137. Mention has been made about the fact that in many instances 
companies were taken into liquidation with the purpose of thwarting 
attempts at collection of tax by the Department. This finding is not 
justified, because except for a casual mention having been made about 
such a position existing in particular cases, full information or evidence 
in respect of the matter was not before the Committee. I am not 
inclined to accept the proposition that such a position obtains generally. 

In discussing the question of effective arrears the majority have not 
accepted my suggestion that the amounts mentioned in items 4 and 6 
of the respective table would also include those relating to very heavy 
assessments and a good portion would relate to cases where the assess- 
ments were pitched too high and the demands were beyond the capacity 
of the respective assessees to pay. This position requires to be clearly 
stated and therefore I am making a specific mention hereof in this 
memorandum. In fact it can be broadly stated that both belated 
assessments as well a.s over-assessments are responsible for a very 
major portion of the existing arrears. It is for these reasons that I 
have made the clarification referred to above. 

Section 18A — Distinction between old assessees and neiv assessees. 

138. The Committee have agreed that a prompt completion of the 
assessment in such cases could reduce the period of default under 
Section 18A(8), and that it is not fair to treat assessee to be in default 
by a mere inactivity on the part of the Department and penalise them 
for the so-called default. But the majority have not accepted the 
suggestion for a statutory amendment and have come to the conclusion 
that the thing could stand redressed by the exercise of discretionary 
powers to levy penal interests. 1 do not agree with this finding and, 
am of the view that the position requires to be regularised by a 
statutory amendment so that there is no harassment caused to the 
assessees and they get the necessary redress automatically without 
ihaving to apply for a merciful discretionary consideration. Further, 
where the returns of income have actually been submitted in new 
cases, but assessments are not completed, such cases should be treated 
on par with cases of existing assessees so that the obligation for sending 
demand for advance tax would be on the Department itself. 

The Committee had decided to recommend that notice in respect of 
existing assessees for advance payment should refer to tax alone and 
there should be no necessity for mentioning the income. A similar 
position would automatically obtain in respect of the estimates to be 
made by the assessees. Ultimately,- the majority have also indicated 
the need for mentioning the total income. I am, however, of the view 
that a rounding off of the amount of tax is better than the calculation 
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of an exact amount in relation to the total income, and the default and 
penal interest should better relate to the amount of tax instead of 
relating it to the ajnount of income. By so doing meticulous calcula- 
tions and waste of man-hours v/ould be avoided both tor the taxpayers 
and for the department. In the case of existing assessees their s^ources 
of income and previous income figures \yould already be on the files of 
the department. In this light I ivould modifi; the recommendation by 
stating that the notices in respect of the existing assessees should refer 
to tar clone and there should lie no necessity for mentiornrig the totat 


Rccoitery of tax from compnnie.t in liquidation and question oj piioiity 

139 The maioritv have recommended that Section 530 ot the Com_ 
panics Act should ‘be modified to the extent of allowing preferential 
payments of one year’s assessments if assessed lor a period prior .j 
the winding up notwithstanding that the assessment was made 
quent to the winding up. They have further recomrnended that 
should be amended so as to secure recovery of tax in the ease, 
of companies in which the public are not substantially interested within 
tL ZS o?the Section 23A without any time limi In my opzraoii 
fhcs'c recornmendations of the majority are against the fundamentals 
of instice and there is no parallel to this type of legislation anywhere 
elsl Avart from thi.s, a provision like this, if introduced into ti e 
^ in create a definite sense of fear in the minds of all engaged 

Jdil U’ould be a definUe de,r,n^t 
Z .Trf^noth running of the commercial activities in the coimtry. 

There is no reason why the ordinary and correct concepts should be 
There IS no A to the extent of including, for 

distuibed. recommendation, even non-private companies 

purposes of the r ^ 23A, which would include those 

; / hi Ko Virnrlrcds or even thousand of shareholueis. in 

that, there thing to pin down responsibility of 

fr^'ZSe BeSf^i r^^^nZiims ire not justifiable and there- 
this iiaiui • in resvect of the same. At the same timer 

fore I express m Et it is more the departmental efji- 

f mould Idee to regulating such matters. I can see no 

ciency that is ^ct in good time and cannot act well 

-I » O” 

want of action in time. 

Personal liuMliti/ of shareholders of Companies. 

,40. The .-najority have .hh S 

which the public are not s direct taxes should 

fS*«au“.f the Dfreetos Sid then bn shareholders in proportion to then 
holdings. 

The above recommendation ot^e Pr»eds^^^ t'd^SS 

tion that a limited »“,'’“^„esses hfve stressed the issue that 

for purposes of J .l_ong a number of memoranda submit- 

l^o”?he«..’erairi:rm^en4n"St 
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The Taxation Enquiry Commission gave a full consideration ft» the 
issues involved and they came to the conclusion that these rnatters 
were very difficult matters for being resolved. The recommendations 
in this behalf are contained in paragraphs 63, 64 and 65 on pages 209 and 
210 of their report. These are reproduced below for ready reference. -- 

“63 Power to recover taxes from the shareholders. Another 
suggestion that has been placed before us is that the 
Income-tax Department should have a right to recover 
taxes from shareholders when the lax cannot be recovere 
from the company or, at any rate, from a company which 
has gone into liquidation, for a period ol one year after 
» the distribution of assets. This suggestion runs counter tc. 

j the whole conception of a company as a separate lega 

* and economic entity from its shareholders and cannot 

obviously be entertained in relation to companies m which 
the public arc substantially interested. We have, however, 
been informed that there are several instances of closely- 
held companies where assets have been sequesteied > 
shareholders and the company is put^ into liquidation be, ore 
income-tax assessment is completed.” 

“64. Fixing personal liability on shareholders --In 1949 an 
amendment was suggested to Section 44 ol the Income-tax 
Act proposing to fix personal liability on the shareholders 
of private limited companies in respect of taxes assessed on 
the income of the companies which would not be recover- 
ed from them. The introduction of such a procedure was 
opposed on the following grounds: (i) it imlitates agdinsl 
thf principle of limited liability; (ii) it is difficult to 
a procedure for the collection of taxes from private limitea 
companies distinct from the one for recovery ot taxes froin 
public limited companies; and (lii) 

to recover taxes even in cases where, due to no fault ( t tPc 
management, the company’s resoui'ces are insufficient t.) 
meet its liabilities. 

“65 There is considerable force in the above arguments and yet 
the possibility of avoiding the payment of tax 1^ making 
use of the closely controlled company is real. We, there- 
fore think that, subiect to adequate safeguards, it is propei 
to accord a different treatment to private limited companies. 
AccordTngly we recommend that the tax due from a company 
Should be recovered from the shareholders only when the 
company goes into liquidation and if it is a company in 
which the^public are not substantially interest^. Even as 
regards liquidation we would suggest that t^ 
chmild be^effected only if the Commissioner ot Income-tax 
is personally satisfied ‘that liquidation has been undertaken 
with a view to avoidance of tax In both the cases, appeals 
should be allowed to the Appellate Tribunal. 

141 It will appear from the above quotations that the Taxation 
141. 'vj pp made a verv halting recommendation. They 

company s^ojild be i^over^d iiom r ^ company in which the 

inler«ted. They 

even as regards liquidation, recovery should be effected only t 
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Commissioner of Income-tax was personally satisfied that liquidation 
had been undertaken with a view to avoid tax and in both the cases, 
appeals should be allowed to the Appellate Tribunal. 

14“’ Despite this recommendation of the Taxation Enquiry Commis- 
sion the majority have thought it fit to go much beyond and create a 
vicarious liability and that too for persons who would have noting to 
rin with evasion of tax or acquisition of income in their hands. ihe 
matter\s one requiring to be dealt with on a different premises altogether. 

It is the person -who misuses his position of fiduciary capacity in 
iLmm wh^ alone must be responsible for the aecounnng of the ta.r 
Hability relating to ill-gotten gains made by hun. by 
position of a fiduciary capacity in relation to a company. Incon t - 

tax Investigation Commission, while dealing with such cases. ,i ; 

in voinnint^ down responsibility on concerns on this 

I'Srgmut®' of impamo, 

shareholder^^ a„ad, m 3, 

“Sers'S .rr? aa 

of p,^ 

get the income in question on another 

do with the evading activities. h,, as regards private 

amounts diffeiS' families participating in the forma- 

Xnror''lhc"partiSr b4,,ch whl. should reoraiu responsible for the 
taxes relating to such ill-gotten gams. 

Recovery rn respect of ta.re,s relating to assets transferred. 

143. The majority’s Ihe ^espect^of'the 

was not. possible to „ 16(1) (c) or 16(3) of the Income-tax 

incomes aggregated under Seth w 16(1^ preieed against the legal 

Act the Department should f w pie rigm p ,,vable on account of 
owner of the assets m etc Irom assets. Their 

the inclusion of the Prcpoitionate ncom . . assessment 

recommendation further ^ transfer was a mere benami 

has resulted from a finding of no such restrictions 

transaction effected an intent to .■ 

are necessary. property has been finally decided m the 

after the ownership Accp?<;ine Officers should proceed against the 

assessment proceedings, • taxes due from the real owner. The 

property held benami for rea ^ proceed in a Civil Court by filing a suit 
right of the aggrieved party any ^ay be adversely 

under the Code of Civil , ,/ Endings of the Court sliould be 

affected by this procedme and the finding 
binding on the Department as wcl . 
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As regards the P“‘/^^rtS”hoSrn" t” ‘‘He I 

“rrid "r a“S/rd S ^3 person, 

rts^r/rh"e’Ltt reet^er. 


'u,„ “/the asset Iro.r, wMeh recovery 

S - /ie “\7rare" faw 1s'an,_».ed^ to h.n 


K ?“He“a‘so. Tnsfearrto V p/rson, there can 

Sf^thlSo^rg. "Bftge 3-7"““/ «.e SS'tS 

il^SV«;,»e-T.:'S ‘norh^dts^cd » such a r.^-ere -. 


Oil ILL UJ I'Ue^Ae JV^. r - X 

of the rxqrti of cue cce.,,- - hp^T? discussea. If such a right were o 

t ISSr Departoem S’ a SL't^er^SSould 

r„fdu“troh“S 

2 Tsort ol a gift In 7 hue indicated would not te 

„, the stater, quo tna,; be preservea. 

1«. A.S n'P«7„7o?,‘!'‘: “fC'ai'l 'thrSildy^ to oHrship Of 



Se f;LS‘s/o/ierncd iuid it is o^' a ^ur^^ ot 

LXfffecrS the n^of CceS^t nV "o' be 

Surt by filing a suit ^^d^r the Code i„a,smucf. as the tax- 

advereely afihcted tf defend Zt title instead of the Departrnevi 

payer loould be compcUe t ^ f ^ properly. The Income-ta. 

laving the issue ^eM^ meting in an executive 

Officer, in his capacity as an ^^thUp^matters. His decision would be of 
capacity cannot be a .ludge fo x.he fundamental and inhcr- 

a prejudicial nature and would vitc > compel a real 

ent rights of the real owneis And it ^ ana 

owner to have his right lorefei^ j om fhe 

then to have to d^^^nd his real uue rhanye is 

recommendation made ' -L %jjoai(j be such that oivnexship 

Sr/te‘de'rer;/tVbt3q^^^^^^ 

‘i;fnS.s£r«"TSr* pVto.T™. -Ito “‘Pt* 

in the property. 

Penal interest and penalty in cases of default. 

U5. The committee cons^-dt« 

Kingdom where interest is leviable om^ i p y of tax payable 

Ji^eWodof S mon hs fromt^^^^ itself exceeds 

exceeds £• 1.000 ^”d considered the position that the assess- 

£.1. The Committee „£c^nnt [i^e for payment of taxes and notices 
ing Officers do f^^^^nt^eiving a very ?hort time for payment, and 
of demand were the effect that in all cases a months 

a recommendation has service of the notice should be given for 

SHf llle S- 
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the Commissioner of Income-tax reduce such period as may be considered 
proper. Keeping in view the position obtaining in the United Kingdom 
I make an additional recommendation that no interest should be charged 
on sums below Rs. 10,000. The amount of deficiency in respect of which 
interest should be charged should relate to actual deficiency as ascertain- 
ed after deducting from the total demand the amounts paid under Section 
18A andfor Section 23B and after adjusting all refunds due to the assessec 
in respect of his various direct tax assessments. Further, there should be 
no penalty in respect of cases where penal interest is chargeable. I also 
invite attention to my general observations which 1 have made under the 
relevant heading in the chapter relating to Tax Evasion. 


Attachment of shares in Joint Accounts and freezing of Joint Accounts. 

146. The majority observe that under the present provisions it is not 
Dossible to issue a garnishee order in respect of amounts of the assessee 
held in a joint account. They have, therefore, agreed that it .should be 
Dossible to attach the share of an assessee in such accounts also and have 
consequently recommended that a provision should be made for enabling 
the Department to attach such joint accounts. Fundamentally, this re- 
commendation offends against the principles of natural .lustice. One 
cannot understand as to how, without a proper enquip as to real owner- 
ship of an account, a part of it can be attached .lust because the name o 
a particular party appears in the account as a joint holder. The majori y 
have^ howevL, observed that it should be ensured that cases where pint 
accounts are held by persons in a fiduciary capacity, for instance, as 
trustee or where the account is really that of the other joint holder (or 
holders) such accounts are not attached and, in that light, they have 
recommended that provision should be made for enabling the Income-tax 
Officers to freeze such joint accounts on issuing a modilied form of the 
present garnishee order They have also recommended that simultaneo- 
Sslv notfces should be given to the assessee as well as to the other joint 
holder or holders to show cause within 2 weeks as to why tne joint 
accounts should not be attached and, after hearing the par tic.;, the 
Income-tax Officer should determine whether the w'hole of the account 
or Smt of it Mmigs to the defaulting assessee and if he decides tha it 
does he must pass an order determining the share of the assessee 
account and also issue a garnishee order in suitable terms to the paity 
n whose books the accounts stand and a copy of the order should be sent 
to The parties concerned. They have further recommended that an 
appeal should be provided against such an order. 

147 The maioritv desire that it should be ensured administratively 

that fte Appenate 

accounts. o^^^ would dislocate 

Vh’SVworkU.g machl^ry 

are concerned and, m ^ y^®Lt_chment order may be passed and. 
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whole orocedure about attaching shares in joint accounts, and at the 
same time providing for freezing and issuing show cause notices, sub- 
missions hearings, etc., entail fundamental issues and 
•Dart of "the suggestion would rule out the freezing process and the Officers 
would be more inclined to attach shares in accounts straightaway, so tai 
Is “he other suggestion made by the majority is concerne^ 
process would be a lengthv one and it would create great difficulties foi 
acTOunt holders in general. There is no reason why the general wci king 

and smooth functioning of business activities hS^tWs 

the misdeeds which mav be found m rare cases. A piovision like this 
would have considerable impact on commercial activities in general and 
banking activities in particular, 1 »•■>; o"- 

maaestions made by the majority in this behalf and i consider tn 
suq^stions as impracticable and amounting to denial of 
I would also stress the issue that an attempt to make provisions like these 
amounts :o putting a premium on Departmental inefficiency and want of 
action in time. 

Denial of Liability by Garnishee. 

148 The majoritv have recommended that the present law should be 
modified to provide" that even where a garnishee on whoih a notice is 
issued disputes or denies the liability, the account m question is frozen and 
in such circumstances the Income-tax Officer should be empoweied to 
file a suit in the Civil Court to establish the true facts and obtain ^ deci- 
sion and then decide whether he should proceed to enforce the attachment 
or cancel the notice served on the garnishee. The process of freezing an 
account and then taking the matter to a court is bound to entail long 
delays. The majority have not suggested any remedy as to what should 
hauDen for the period intervening and whether an abnorrnal situation 
should be allowed to continue for a period of time. 'Diere is no 
why a vicarious liability of this nature should be pinned down on a third 
partv Moreover, the question of contractual obligations between real 
owners who would be wrongly considered as benamidars for sorne other 
parties who are the asses.sees would be a matter fpr material consideration 
and in such cases, on the assumptions by the Department, third parties 
would be unnecessarily dragged into courts of law. In this light ana for 
the reasons mentioned in the immediately preceding paragraph, I arn 
opposed to the suggestion made by the majority and I recomm.ended that all 
these snggestions he not accepted. 


Contractors. 

149. In respect of this recommendation by the Committee, I should 
like to add that in case there is a failure to effect such deductions result- 
ing in a loss of tax to the State, the paying authorities should be treated 
as assessees in default to the extent of the sum equivalent to the amount 
of tax loss or 21% of the total value of the contract whichever is 
This is a recommendation which was thought of by the Committee but it 
has not ultimately been made. I, therefore, desire to add this additional 
recommendation on my own under this heading. 


Sale of Shares attached. 


150 The majoritv have recommended that it should be statutoiily pio 
vided that if the existing shareholders or directors do not come forward to 
Durchase shares of private limited companies (which might have b^n 
Sached by the Department for their dues) on the basis of the fair value- 
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determined according to the provisions o£ the Wealth-tax Act, the 
Department should have the right to sell the shares by auction and the 
purchasers should be registered as shareholders of the company, notwith- 
standing any provision contained in the memorandum and articles of 
association of the company. 

This is one more example of the extraordinary recommendations 
thought of by the majority. In my view the matter is again one falling 
within the purview of the Companies Act aiid I expected that the Com- 
mittee would accept my suggestion to have the matter regulated under 
the Companies Act by providing for a right to the Department to go in 
appeal to the Company Law Administration for refusal of transler of 
shares as in the case of transfer of shares of public companies fand. ir? 
such cases, the decision of the Company Law Administration should {he 
treated as final. Such a provision would ensure for the Department a 
transfer of shares in the name of the President of the Reptddic of India 
or his nominee. In the light of these observations I suggest that Govern- 
ment should accept my recommendatum, instead of accepting the recom- 
mendation made by the majority which, rto my mind, creates an ortificial 
position and amounts to a regiarition of Company Law matters by UiTing 
statutes. 


Recovery of arrears of Uix by proceeding against ihc property held in the 

name of a benamidar 


151. I have already commented on this issue, but I should like to 
further observe that mere accounting of income or mere claim to a 
particular property cannot and should not establish an ownership right, 
hiese matters are matters which should be dealt with under the common 
law and there should be no attempt to regulate the ownership lights 
under the taxing statute. In this view I express my dissent from the 
view of the majority thait after assessments in such cases have become 
final i e. after the oivnership of the property has been finally decided the 
Income-tax Officers should have the power to proceed against the property 
held bcnami in respect of arrears of any tax due from the real owner. 


Central Collecting Agency. 

152 While the recommendations in this behalf have been taken by the 
Committee collectively, I have certain qualifications to indicate I am 
not prepared to hazard an opinion that additional expenses aie not likely 
to be much more than the figure estimated for 1959-60. 
extra cost is one which should be examined critically and the question 
of utilising the State agency for the period of transition should also be 

considered. 




CHAPTER VI 


REFUNDS 

New ScJteme of Company Taxation. 

153. The only matter in respect of which I have to make my comments 
under this chapter is the new scheme relating to taxation of income of 
Joint-stock companies and dividend income in the hands of the share- 
holders. The majority, in 7 ny humble opinion, have not done full justice 
to this important matter and I feel that it was because of the steps already 
taken that they did not make a fuller approach. In fact, even Govern- 
ment did expect the Committee to make a fuller analysis and great 
expectations were raised in the minds of the taxpayers that the Com- 
mittee would suggest a much simpler formula. During the course of the 
tour which the Committee arranged for examining witnesses at various 
centres, this vital matter was fully discussed even after the new proposal 
m the last Finance Bill were announced and even after they were finalised 
and took a statutory shape. A number of Chambers of Commerce and 
Associations also wrote to Government in this behalf as also to the 
Committee. The majority have referred to the Federation of Indian 
Chambers of Commerce & Industry and have stated that the new scheme 
has been welcomed by them as a positive step towards simplification of 
the system of taxation of companies and their shareholders. It is but 
natural that a move for simplification would certainly be welcomed by 
the taxpayers, but the significant observations made by -he Federation 
itself in Its memorandum No. F.2716/Fin/1 dated the 30th March 1959 
addressed to the Secretary to the Government of India, Ministry {of 
Finance, a copy whereof is on the Committee’s records, has, it appears, 
not received that attention of the majority which it deserved. The 
following are the significant observations made in the memorandum: 

“The new scheme of taxation of company profits and dividends is 
said to simplify the procedure for assessment etc. While 
no doubt it would be simpler than now, still it would i)C 
necessary for companies to deduct tax at source^ They would 
be in effect agents for collection of tax. Also shareholders 
will have to get their dividends grossed up in their assess- 
ments as before and also get credit for the tax deducted at 
source. The question of simplificatioyi of taxation of divi-< 
dends in the hands of companies and shareholders is present- 
ly engaging the attention of the Direct Taxes Administration 
Enquiry Committee and probably they would be able to 
suggest a more simplified and acceptable method.” 

In their memorandum addressed to the Secretary, Direct Taxes Admi- 
nistration Enquiry Committee, being Memorandum No. F. 3178/Fin. /4.2(r) 
the Federation state as under: 

“Further the new scheme is said to simplify the present procedure 
of grossing up of dividends. However, it would be still neces- 
sary for companies to deduct tax at source from dividends at 
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the rates of 30% for individual shareholders and 45% for 
company shareholders. The companies are in effect agents 
for collection of tax at 30% or 45% as the case may be. Apart 
from the complications and difficulties which it would create 
in share dealings and in other matters, it increases the work 
of the companies themselves. The shareholders will also have 
to get the dividends grossed up as before in their assess- 
ments and get credit for the tax of 3055 or 45% 
as the case may be of the tax deducted at source. The old 
process would still continue both in regard to deduction by 
the compaiiics and the grossing up procedure in the hands of 
shareholders. The only sinipU/ication is that the rate oj gross- 
ing up has been fixed and is no longer variable. The nery^ 
process of dedAiction and grossing up invohws certain pro- 
cedures tvhich a small shareholder does not usually armil oj 
and, therefore, in most cases, the refund due for the tax 
collected at source is not claimed by the small shareholder 
assessee. In the circumstances, the Committee believe that 
the only solution by way of simplification uhll be to do away 
altogether with the obligation to deduct tax at source by 
companies and to tax whatever dhhdends have been recewed 
by the shareholders in their hands at the time oj their 
assessments. This, in their opinion, is the only logical method 
for simplification of the present procedure of grossing up 
which will avoid all difficulties and complications. 


Very pertinent observations have been made in the concludmg poi tion 

of the extract given above, ond a very ?wav5lto- 

that the onlv solution by way oi simplification will be to do away alto 
ge?Lr wUh the obligatiL to deduct tax at source by companies and o 
fav whatever dividends have been received by the shareholder in their 
hands at the time of their assessments This is^ occord.l^^^^ 
tion the onlv loqical method for simplification of the present proceaure 
of growing up which will avoid all difficulties and 

--a-red by tHe ™ajo- 

rity and these have been omitted. 

,54 In Iheir letter nddressed to ‘Je S»retary to ^ 

India, Ministry of finance dated the_ 8th Apnl that the 

Mills’ Federation, being letter No. 456. the send 

new proposals were so gflhe proposed changes 

would be necessary to study the exact ^ ’ Thpv further observed 

«„d ,>o» they would affect the also cL- 

that the Direct ratt^^J^dmmw^aUoo Eoqu ry Comnntto ^ 

Sidering matters «yCompany Finance J of the new 

mg up provisions and it was leit mat p p Committee’s 

' 7 th- c=tra„^s‘tr:£oi the 00^. 

mittee during discussions. 

155. Printed copies of a ?“‘S„J^3atiS were'’alSrs^ppl'iedto the Mem- 
S?s"7;Se'^mm«toe’?n“oihe‘’office of the Committee. This brochure is 
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included as a separate appendix to this memorandum. The Indian Mer- 
chants' Chamber had made specific suggestions in this behalf and had re- 
commended a specific formula foi* a full simplification. The relevant por- 
tion of the suggestions made will be found at pages 4 and 5 of the printed 
memorandum submitted by the Chamber to the Secretary of the Govern- 
ment of India, Ministry of Finance, being memorandum No. 798, dated 14th 
April 1959. Copies of this memorandum were given to the Members of the 
Committee and to the office of the Committee during discussions. This 
printed memorandum is also included as a separate appendix to this 
memorandum. I should like to reproduce some of the important observa- 
tions herein for a ready reference: 

‘'Mv Committee feel that any scheme which does not completely do 
away with the deduction formula will not ensure a full sim- 
plification of the procedure relating to taxation of companies 

and dividend income - • My Committee, in the 

circumstances, are of the view that it would be better if the 
first stage of the implementation of the scheme is considered 
as and when the full implications have been worked out and the 
matter has also been examined by the Direct Taxes Adminis- 
tration Enquiry Committee. It is possible that this 
Committee may be in a position to evolve a more simplified 
formula und it may also suggest a way whereby even the 
deduction of tax at source can be done away with.” 

156. The Bombay Shareholders' Association, as also some other bodies 
made a similar approach and it ivas, therefore, to be expected that the 
Committee would give a fuller consideration to the 'basic issues. 

157. During the examination of the various loitnesses, the formula sug- 
gested by the Taxation Enquiry Commission was fully discussed and actu- 
ally it was advocated for an examination and to show reason why that 
formula was not acceptable. Some of the members of the Committee, in 
their examination, fociissed particular attention on this formula. This 
formula and the scheme of company taxation have been discussed under 
Chapter X et pages 149 to 159 in the first 25 paragraphs of that chapter. 
The sum and substance of the suggestions made emanates from the obser- 
vations made in paragraphs 18, 21 and 22 which are reproduced below for 
a ready reference- 

"‘In order to get over the administrative and other difficulties men- 
tioned above, we would suggest the adoption of the method 
described below. The essential feature of this 
method is that, when a company declares 
dividends, it will deduct income-tax at the 
maximum rate from gross dividends,, distribute 
the net amount to the shareholders and pay the 
tax to the credit of Government. Adjustments 
are then made in the course of the Company’s 
income-tax assessment, so that the total amount 
which it has to pay out by way of taxes and 
dividends the same as under the present law.” 

‘Tn certain circumstances the gross dividends may exceed the total 
income of the year. This m»ay happen because the company 
draws upon accumulated undistributed profits of prior years 
which have already suffered tax, or the excess dividends may 
come out of capital receipts or may be due to the book profits 
being higher than the assessable profits on account 
of accelerated depreciation not being adjusted in the 


Suggestion regarding 
alternative procedure for 
faxing companies and 
their shareholders. 
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company's accounts. Where taxed profits oi earlier years 
are available an adjustment will be made in the company’s 
assessment by deducting the income-tax on such profits frcmi 
the total demand on the company; this wiU ensure that the 
same profits are not taxed twice. For deciding the amounts 
of prior ye*ar’s profits available, the excess of gross dividends 
over total income will, in the first place, be attributed to the 
undistributed profits of the immediately pieceding year which 
have been carried forward unappropriated; and the ^balance 
(if any) to the year preceding that year; and so on. 

“If the excess dividends come out of the other sources indicated, 
this procedure safeguards the revenue against the grant oi 
credit to the shareholders foi* lax which was never paid by 
the company.” 


158. The summing up of the recommendations is staled by the I axa- 
ion Enquiry Commission in paragraph 24 as under: 

“The adoption of the above method will simplify 

grossing will require to be done. It will not dislui b . . I 

fent liability of the company and the ' hod 

continue to bo exactlv the .same as under the ( d >> 1 ^. 
The revenues of Ihe Government will also not be 
It will, however, involve some changes m the mannt of 
preparing dividend warrants, as, in future, it w.ll have t.pxi 
made obligatorv for the companies lo show the amounts of 
gross and net dividends separately m the dividend wan ant. 

159^ I do not agree with , he Ihe ToXlfo* 

lion of incidence of taxation. f the Indian Merchant.'^’ Cham- 

Enquirv Commission, as imwoved time 

UTS r ss,.:. ^ co„.cnt 

with the existing legislation. 

160, AS regards .he merit oS 

various Chambers of Commerce and InduslTy aiy^^^ Finance 

LXet'eefa TUUnrTTS'dIaStnUe Lndl „r .he share- 
holders. 

161. Simplification would he of » rate^ of Tax payable by a 

the complication of arrive at the grossing up formula 

rn7rT4Tlppl1 “ 7areholders whose income is such that it 

410 C.B.R. 


results in a net refund or a full refund. It is only the first part which 
has been resolved and that relates to the difficulties of the companies and 
not to the large number of shareholders. It also means simplification for 
the department. The real simplification would be one for the receiving 
shareholders arid the Committee as a lohole have already made a recom- 
mendation to the effect that even under the previous scheme substantial 
refunds, leaving marginal amounts until the Department, should be given. 
If this is the recommendation there is no reason why a further step to 
have a complete simplification, should not be had. From the figures 
emanating from the .statistical data contained in the 1957158 Central Board 
of Revenue All-India Revenue Statistics, the difference hetioeen the 
aynount of grossing up benefits and consequeyitial refund due and the actual 
refund either granted or included by way of amendment is not of a mag- 
nitude if one takes into consideration the fact that refund matters are 
pending for a long period of time and further there is a lai'ge number of 
shareholdc'rs who do not apply for refund beqau.se of the complicated pro- 
cess. That complicated process of application is oven now retained. One 
can well imagine the difficulty of the small slia reholders in this connec- 
tion. A suggestion lias been made for the issue of exemption certificates 
and a number of copies in respec’t thereof, hut in a matter like this, one 
would bo really bogging the question when he would say 'that an ignorant 
shareholder has to apply for a number of copies of such certificates. A 
mention is also made by the majority of the fact that companies may 
give Avide publicity and such publicity should be given by including a 
suitable information slip to be attached to each dividend warrant. Iliey 
have opined that additional work involved will not b;- very appreciable. 
It appears that the majority have merely made an assumption as to the 
extra work and labour involved. They hav(‘ talven no cognizance of the 
additional expenditure companies would have to incur. Further, the 
smaller shareholders are put to a definite disadvantage, and the dis- 
advantage although it takes the shape of mone}^ value, cannot be ruled 
out as an issue relating to incidence of taxation when the whole scheme 
as a composite scheme not involving any change so far as the collective 
position of the companies and the shareholders is concerned. The Cham- 
ber Research Foundation Study and the representation of the Chamber 
give an analysis of the position and the two appendices to the Research 
Study and the three appendices to the ChamV^er representation show the 
necessary workings in that behalf. The workings will show at a glance 
that smaller the shareholder, the bigger the additional burden that would 
fall on him as a result of the so-called simplification. If the same amount 
of cash benefit is not given and the amount is the gross amount subject to 
deduction of tax, the net shortfall in respect of a shareholder having an 
income exceeding Rs. 70,000 would be only 0.6% whereas it would be 
2.8% in the case of a shareholder having an income of Rs. 10,000. This 
disadvantage ivould go on increasing as the income of the recipient 
shareholder would be of a lesser order. On a similar working the loss 
uwuld be to the extent of l.ATr to shareholders with incomes over 
Rs. 70,000 and it ivould be as high as 41.03% for cases of shareholders of 
income of Rs, 10.000 and less, the percentage beinq much higher as the 
amount of total income of the receiving shareholder is less and less. In 
the light of this analysis, it ivould appear that the Tuxurif of the *simpli- 
ficatiori.' would result in depleting company finances and putting the 
shareholders also in a position of disadvaniage ami putting the smaller 
shareholders to much more disadvantage. 

162. The workings were based by Government possibly on the basis of 
the study made by the Reserve Bank of India of 1001 companies for the 
year 1956. That study showed an effective distribution of the order of 
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to the shareholders, thereby giving a retention in the hands of Gov- 
ernment of a higher order of about 38% and adding thereto an approxi- 
mate amount of 4.5% by way of commutation of Excess Dividends Tax 
and Wealth Tax on companies, the resulting figure would be about 42. 5%^ 
against the rate of 45% taken under the 1959 Finance Act scheme. It 
was pointed out by the various Chambers of Commerce and Industry and 
particularly by the Indian Merchants Chamber that the basis of working 
on the 1956 figures was not correct. A^oreover, it should not be assumed 
that companies would be distributing only 60%> because in course of 
time, to rneet changing circumstances, distribution from accumulations 
would also arise. Industries pass thriMigh cycles and in periods of. de- 
pression and lower prolits, companies would (ocrtainly ha\a* to draw upon 
their past reserves and accumulated profits. Further, as already pointed 
out by the analysis made by the various Chambers of Commerce a 
number oi companies would be put to a definite disadvantrtge and such 
companies would include lianking com])aiues and subsidiaries, "fhe loss 
of private companies and tho.sc falling under Section 23A would be the 
highest. The result 'leou.ld he that cov^panies leill be ('ailed upon to 
shoulder a much higher burden and to drain 'upon their resources to en- 
able them in ynainta^n the same cash henefit to the shareholders. In 
other icords, the grtjssing vj) benefit being denied to shareholders to the 
extent of 11 'r- as explained and worked out in the Study of the Research 
h^ouridation of the Chamber, companies would /?are to pay from their 
own resources an amount eipial to this net loss to give the sliarcleAders 
the same amount of cash dividend and it must be noted that the figures 
'whiidi were given by the Reserve Bank of India then related to companies 
which reflected ovly 58%.- oj the total assessable income of nil com ponies 
together, 'while cases for the remaining cmujxtnies entailing an income of 
4.2% oi the total assessable income have not come into the purview and 
these companies would be the companies having higher distribution 1 ) 7 / 
way of dwidends. It was then felt by the companies and the sharehoJcB 
ing interests as they represented maU<o's that the distribution would be 
of a much higher order even for the 1001 companies and it 'would he 
nearly of the order of 80% . It is significant to note that as per the anah/- 
SIS made by the Reserve Bank of India for the year 1957, as ■published in 
the August 1959 issue oj the Reseiwe Bank of India Biilletin, the per- 
rentage of dividend to the total net income, after paying tax, is shown to 
he of the order of 79.25%'. And as stated a})OT>e, if the cases of the other 
companies entailing as much as 42% of the total assessable income were 
taken into consideration the average would, possibly leork out at 90%) 
i.e. nearly to a jail distribution. The loorking thus made showing the 
loss to the extent of about 9% in the representation of the Chamber thios 
stands reasoned out. 

163. The fact that companies have felt considerably agitated al)out the 
impact of this new scheme may be gauged from the observations made by 
the Chairman of various companies at their Annual General Aleelings. 
Shri J. R,. D. Tata, while addressing the shareholders at the 52nd Annual 
Genera] Meeting of the Tata Iron & Steel Co. Ltd., stated that.: 

“The additional cost of the Company of such grossing up during 
the next three or four years under the provisions of the 
Finance Act, 1959, will amount to about one crore per year, 
including the loss of income-tax recovered on dividends on 
Preference shares which the company used to retain but 
which will now have to be paid over to Government.” 

He further warned the shareholder.s that, unless the provisions of the 
Finance Act, 1959, were amended, the tax burden would be substantially 
heavier from the current financial year onwards. While the tax on com- 
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panies had bean reduced under Ihe "■■”/y;‘;'];,t‘^^rtheS’‘on prS 
the Company and the be substantially higher 

and dividends respectively in a norn ^ ^ e income tax would no 

than under the existing tax system "^dends Furthermore, 

longer be granted to shareholdeis ^ erores of tax relief accumu- 

under the new system, approximately ^ 4 ooies m m 
lated in reserves built up from past taxed profits wouiu . 

,64, The nrajority '>»ve port.nend.y re.errcd^U.^Uro^^ ^ 

by the Finance ,oW the effect that possible in- 

on the Finance Bill on 12th March 19a9 to operation 

rtrnrwiSo':;™irfJ 

1(55. A JuU I!'" 

nfter indadmcy the ^ winch can be coiisi- 

the Wealth Tax on ms a m creatinq any hardsinp 

dcred as one mamtawmg the dors- and it is the. Taxation 

whatsoever for companie.s ^ the formrda of the Indian 

Enquiry Comnnsswn formula After ‘all, there is 

Merchant.s Chamber that (an. , .jv Ihe smaller shareholder 

no reason why plnnmJ out. the loss goes 

» licrcns'ufi '■•>1 iuc™"*' ^ “ ‘“t 

166, furlher llic (jucslioir \l\f “TTfma and 

i„g ,0 ,ha gnnamg 'd-, ,.f comp«»ic» <»» TJ: 

is also a peitinenf ohx^ nnrl rain no even an average rate oj 20 :v 

,naud at al.out R,- ^OO nromr « ;<l “ ,,„,ad be of 

imainst the e.nstmg rate of .31.5,,,.. me gioss j . 
the order of about Rs. 12a croic.s. 

167, Tekun, »« <(.c nbo-c 

z Z.aXan,s ZaZaa ..d cd.,.,- 

'’oJ' in compuUirg 

Ed^wteb'^t' Sani dLributes uu, o, ,bc current 


■,,,,, henefit should continue in respect ol distii- 
(ii) the ,,4 past profits or caccumulaled reserves or 

butions under the old scheme, or in 

th7aUemr;?ve aTll g-en to the 

-r TSftis Tt tzz b'St-rEiuS 

such past ^ I ’ w cjuch deduction and relief, all 

EtESK'andEEeEo of abtfa clean state o, affair., to 
be acdiieved within as short a time as is possible, 

(■■■,\ "rtiore should be no deduction of income-tax from the pa3'- 
( 111 ) ? a,, dividends to the shareholders and such dm- 

dends shEdE toed directly in the hand, of the recipient 

shareholders. i i x* 4 .^ 

(iv) Consequential changes should be made in the legislation to 
provide for the above matters. 


CHAPTER VII 


EVASION AND AVOIDANCE 

16y. At the outset, I should like to make a mention of the i'act that in 
answering Question No, 74 which specifically related to the <iuestion ol 
evasion, The Cent.ral Board ot Revenue have inerel>' stated that appar- 
ently the said question was meant to be answerd by the members oi the 
pubiic. It would have hcam much better it their considereti reply in this 
beh;!lf was available, 

Respi)n.sible opinion, whether in bu.siness, profession or v<-)cation, has 
alwavs been very strong in its criticism of evasion, it is because oi eva- 
sion bv a few irr the ctmntrv that the ht.mest taxpayers have to shoulder 
an extraordinary burden of taxation. Times out of number responsible 
chambers of commerce and industry have voiced their feelings in tliis 
Mi -’ter and stated categorically that'the evader has no place in the social 
structure and that there should be a need ol developing busmes.s ethics 
a.s is the case with professions. The honest taxpayer always htilds this 
view and the indill erence, if any, that may be exhibited in this behalf 
would come from the evading class only. The lioni'Sl taxpayer, whether 
in ijusinc.ss, prote.siori or vocation, has no quarter ioi the evaidm and he is 
'/erv keen in eliminating evasion so that the honest taxpayer gets a square 
deal. 

Tax ‘Ar:ioidance' 

1P9 While discussing the question of tax evasion and avoidance, while 
the inajority have ultimately omitted a statement that avoidance has ac- 
quired 'about it a tinge of legality and even of respectulhlily, and though 
after deliberation they hav'c also rejected the view about defining un- 
ethical’ avoidance and putting it on par with evasion and calling it equ- 
ally anfi-social, they have thought fit to refo'r to President Roosevclt^s 
statement in the concluding portion ol this Chapter ol the Report wheie 
a reference to legal avoidance as unethical has been made. Obviously the 
anpro.'jch of the majority is one to think in terms of legal avoidance being 
unethical. Such an approach is hound to leai'c an impression that there 
ts someihinq inherently loronq in ai}oidance. I should like tv stress the 
iv'.sri- that the word ‘avoidance’ even is not a proper word to describe the 
attempt and a justified one too at the hands of the taxpayer to pay the 
•iiininuwi under the la.iv. If one makes a proper study of the legislation 
and tries to so arrange his affairs that, keeping within the law, he inns 
to pav the minimum, there is absolutely nothing wrong about it The 
ma'oritv have quoted the observations of President Roosevelt m hrs nies- 
sa«e to'ihe Seventyfifth Congress of the United States wherein he is re- 
ported to have stated that there are some instances of avoidance which 
appear to have the colour of legality; others are on the bordeidine of 

legality; others are plainly contrary even to the letter ol the law. 

According to President Roosevelt all were alike in that they weie de i- 
nitely contrary to the spirit of the law and all were alike that they re- 
presented a determined effort on the part of those who used them to 
dodge the payment of taxes which Congress based on ability to pay. He 
called this attempt one resulting in mulcting the treasury of the Govern- 
ment’s just dues. 


511 


find had taken cognizance o '.f ijmc a first-class controversy. 

SoseJelJ created at the ’'‘r time that the “Con- 

Mr .T. P- Morgan is reported to h - • know tiow to collect 

fress should know how to ley taxes ami ge is 

them then a man is a tool to pa ^ Question pure and simple. 

rePteS to .rave stated that taxmg is a^legal 1 ^ 

It was not up to the ta.rpayo , '<1 sympathy with tax 

^^wral. .y,o.„d be hcU, up .o obloquy 

for having not paid more than ho owed. 

171 The controversy brought into the ' a professor 

President Roosevelt’s ancf his contribvition to the 

of physiology ^t Harvard Me^ bcRe^^ ,, 

?ht"lme'"Thrfollowing pertinent obeservations were made:- 

-Tf the government were hcm.estly Se 

money levied by taxa ly ^ m S^^t pMne. then it might 
most effective way and on Uie^ g gladly pay a 

be argued that tdie pa ^ toward the government’s side 
fn^TS^ubSM cat irwhich the letter of the law does not 
quite agree with its spirit. 

But whut can the .l-’f r'";, ('te iaxS"' tok aTVe” snrry 
generosity on the p.art ‘"a Uxpayt the 

spectacle presented ry ^ , shovels by the hour, at 
“boondoggle.” leaning n” Je - H - - universities. 

L"S:ur»? ;J| wblc^ rront 

SLir roltrl.n's.roaddoroe^ln buiUHng a 

stable civilization. i .> 7 

Nor is the oj/icud. comsreit 

!:r«bn’™e:re..«u'«<m th Kuo olKuo.s. 0™! ho .n„„ have 

heiterment of mankind. 

„g T sbouH also bke to quote the obsetv.tions o. one 0, the geeatest 
in,lges of the United States „ 

“When the law diaws a _ine, c ,,|Qne the worse legally that a 

rai;'i;" .railefhi^eirtlX fun of what the law 

fHolnl, in Bullen n. Wisconsin, -240 U.S. 625. » ODWO 

Qiirinrior Oil Co U- Mississippi, 280 u.b. 0 > 

In another case, Superioi cin 

(1930) , Justice Holmes stated as unde . 

“The fact that it is meaning of a line in the law 

irSfan- inSL'nlSy “oTaose to it as you can tf 
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you do not pass it. .. .It is a matter of proximity and degree 
as to which minds will differ. ’ 

Yet another significant observation been 

in his treatise “The Common Law (P. 148. (1881)) as undei . 

“Mm-al predilections must not be allowed to influence our minds 
in settling legal distinctions.’ 

under in Commissioner v. Newman: — 

To demand more in the name of morals i.s mere cant. 

fte' New 'Sm "Cmien^r "'sirierTB— rtf,” SS 

Service) statc!:^ 3s und6i . 

Tax Avoidance and Tax Evasion 

’;“SSf;;o£’er’’tored£on«..,,am^^^^ 

“Sr. IS = f lis 'rr 

expenditure Professor B.E. Murphy wrote 

when seeking of Economics" there have of 

those words m his ceonomic and political 

course, been many deveUip w 

thought. Baron have made us accept 

War and the fear of anothei part of our 

»te" S,S.l3 “Sh.. proioS Mdlih,V said ,s 

wav oi lite. INc verUKi - i }-^as changed. 

still substantially correct. V ^ Robin Hood idea 

The ma.sso5 now pay the poor has merfied 

rirS'iS’oJ fhrWtiS' Stale as a hind of “Father 
Christmas” with magic resources. 

e .svaci f'rtn varv from what may^ be 

Avoidance can take many forms c • 

called passive avoidance • ■ ■ • V ' ' of the revenue authorities 

Is no suppression of i*^^‘’’^^/!,<,“^orfectlv proper. No one is criticised 
avoidance is thereby avoiding tobacco duty oi eer 

for not smoking ‘ riticised for avoiding income tax. The 

duty and no one cases appear almost to have com- 

Coiirts have aOTroved avoidi taxation. c^o^viptra 

mended, the efforts of taxpayer^ PULLMAN MOTOR bLRVK-ES 
the judgments in he q/wStMINISTER’S CASE, 
case and in tne uuivc.. 
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... T case of “olsboratc and artificial 

There was some criticism i exploiting technical loopholes but 

methods” adopted to -void tax^,^ criticism o 

that is the exception. Theie w ordinarily resident 

Noel Coward when he decid costing him thousands of pounds in 

in England; a luxury which was | ^ Gallup poll taken at 

British taxation. It Englishman in three would like to 

“nstSmfn i condemn ’"others lor doing what one would 

like to do oneself. 

There is no absolute ^means;^to^Sch ^according to his 

might be “From each j Id undoubtedly be immoral not to 

rh-’hor^St H^a^be^ndtcis to 

mor"“'lar?h?ne.ar"sTwc come u, it Is to condemn Noel Coward 
for going into exile. 

174. I should also like to g-- - 
and Munrows-Tax Planning and Piecedence . 

"By the expression 'tax j^"”^^‘‘^imtd\TgcmWippreciation of 

^ than that a man should account as a rele- 

the incidence of tax and dispositions he will make of his 

vant factor m planning n,embers of his family, 

property as between h^self and the membe^ 

Too ¥heS was a time when the onus of 

Sion of this topic, ine . taxation was an 

justifying grounll of extreme necessity 

evi only to conditions as to its imposi- 

and subject ol .mLnov notion that the State 

The "bas^ of S P.a£es tor thought in t^e 
knows best is In c mnfined to thoso who subs- 

political world-by no jorms-it seems to be 

cribe to the /lolion in i ^ ^ g claim tor exemp- 

widely accepted that the P . ^ subiect. From 

tion from or a reduction that any 

this premise it is but a sho - ^Pduce the burden of tax 
attempt which a ^^n ^5,, 'method he adopts, is an 

Sf-S ?0i“nTun<,ualified condemnation. 

is submitted tha.Jf -c to be J^The 

.John Hampden’s protest f into the adminis- 

introduction of pseudo-moral J fenrecated While private 

tration of fiscal measures IS to be deprecate^^^^ ^ 

property is recognised ^^e will within the limits 

right to dispose f^^'^P^^ne lawful course involves the 

parent oT more tax \ law pe^mids'^STno" 

iTbTSTt rfa^T whTcrefufty is ? stranger, be 

reprehensible. 

-BnuV. batred and malice are indignatirm 

\ '3 S.d“'3a“'n3. *H- g»«% of 
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frniirJ or dishonestv, who seek to cloak the true character 
of their transactions or who create a jlctitions form in ordei 
ll avoid ZVmuj «lMclnn9 to the d.opoo.t.o,, wluci, il.ey 
have in reality effected”. 

so™4tra"D‘M"RiSS^”^ 

also worth noting and these are quoted below- • 

‘•No man in this country is ^in^er the tlj’lfif busiriei’'o.‘ 

or other, so to arrange his legal put the 

to his property as to cna We th ‘ Revenue is not 

largest shove in o his advantage which is open 

the depletion of his means by tl . 

Tka abovo vU tho.o that b <>«tv ev.v.oa ,rbM, 

he condemned. 

176. 1 should also like to hryhe atte^ 

?J\8,''at'J>:^es''S?andT5 W report. These are reported below for 

a ready reference: 

,016. It is usual lo 

S 5S;™i,.iu ot'f pertrn ps>;ue WO 

existing law charges upon his 'nc^ajm Ex >W ;* 
in the wrong, though h's wrm g doing 

making of a deliberately proper time. By 

to make his return cii to W - • ,derstood some act 

Sf rSisfr^ef “ ?rpts?^utr i5^: 

rpS'Jul^nlTbo ilnroducudyiu-l puis hPu P- b'- ''■.""S- 

1018. IP fuel Wo Pioo»illP| dooWmo^iP^Wis 

?irf of Lo'd” " u s,Max appoah -^Evo^' 

1, he can to.ordoo Ms affa,^ » Wat e^would^ be. If 

the appropriate Act so as to secure this lesult, 

he succeeds in Commissioners of Inland 

then however unappreciative ^ up Qf his ingenuity, 

S’evenSe or his WHow ‘a^ayors way be^ot^ s 
he cannot be compelled P^Y an understood as going 
principle, well known must n^t b anthori- 

S°" CoSS■o^Ti"^VVe^^^^ to, must take the 
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law and the legal consequences ot transactions as they 
find them and that they have no mandate to impute to a 
man an income that he does not legally possess merely 
hecause he has dispossessed himsell of at in ordm' to save 
tax But it does not mean, on the other hand, that a inan 
has any right violated or grievance inflicted at the statute 
law is so amended as to impute to him or to make at possible 
to impute to him for tax assessment an income larger than 
his legal one. When these general principles are set against 
each other neither is seen to be of any assistance an identi- 
fying what are the special circumstances that justify such 
an imputation. 

177, The above analysis will show that the taxpayer does not owe an 
obliaation to pay a rupee more than what is legally justified and any 
method that he adopts within the law should not be questioned on any 
around whatsoever. If any other interpretation were to be ttt-ade iV 
would amount to pnttinq a discount on intelligence and to expect ihat 
Zme the State, a.s‘ it has always done according to past experwme c^^ 
take the maximum out of the subject, the citizen should pay the maxih^ 
mum is not at all corn. If the drafting of the legislation is defective m 
if the State does not take proper care to translate the intentions into the 
statutes, it is no fault of the citizen taxpayer. Even Coui'ts m »tir country 
have given an indication of the mistakes in the drafting of the statutes. 

178 The question of tax evasion as such has received :in added si|pii- 

ficance as a aesull of the observations made by Mr. Nicholas Kaldor 
in his report of Income Tax Reform. He based has analysis on the data 
available from the census of manufacturers and the National Sample 
Survey and opined that if the figures in that behalf were anywhere 
neaa-er the truth, the amount of tax lost thi-oiigh tax evasion .should be 
more of the order of Rs. 200 to Rs. 300 crores thaaa the sum of Rs. 20 to 
T’Js *^0 crores whi('‘h was sonietinif\s quoted in that connection. I he 
littcf .4f"Sce rrf»los to tho spooch of the Mioisloo for Finance tor 
the 1056-57 budget. An analysis of the tax collections faom the different 
income groups would show that the estimate made by Mr. Kaldor is a 
nur<> coiiiectuie Taking the futures for the lelevnnt period, when the 
f™rt wff b? Mr. Kaldor, H would appear that there wore 

only TBfiO a.ssessees with a total income of Rs. 9.) ciores m the 
range of cross income of above Rs. 50,000 so that on the basis of the 
estimate made by Mr. Kaldor, the evasion would be to the extemt ot 
*500% to 600% in those cases. Such a hi^h percentage would natural y 
he the result of the fact that the average collection ol tax; showed a 
percentage of 20 on the average of the income while Mr. ^fWor assumed 
that evasion was in the topmost levels of income only. With ^ 

50 to 90% applicable to gross income above Rs. 50,000 an absurd result 
of of evasion in the higher income group would obtain. 

179 When Mr. Kaldor gave evidence before the Committee, he observed 
that he had made a cautious statement in his report and 

ed in getting the data was open to a large marginal error. But by that he 
did not mean that the method was biased because there was a difference 
between a bias and a method and according to him the basis was simply a 
method of taking an estimate which involved large marginal error and in 
so far as there was a bias in that method it was a bias in the other diiec- 
tiond.e. it was an under-statement and not an overstatement. He then 
analysed the details of the basic data and ultimately opined that tax eva- 
sion in a very broad sense would include all sorts of methods of illegcil 
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evasion as well as legal ‘manipulations’ which he called tax avoidance 
normally and by which taxable income wws spelled below the ‘true income . 
The difTerence of 2:1 which emerged between Rs. 1,150 crores by the Natio- 
nal Income method and Rs. 570" crores from the Income-tax Statistics 
method was excessive and in case it was not excessive, then again it was 
not excessive to s«y that having regard to that factor; i.c. this marginal ad- 
dition to income, that the tax lost was of the order of Rs. 200 to Rs. 300 crore.s. 
He ultimately opined that he wmuld be too happy to change his opinion or 
withdraw if somebody made a study and showi'd i1 1o him why he was 
wrong. 

1 have already given an analysis of the relevant figures above and the 
Central Board of Revenue have very clearly opined that the amount of 
evasion would not be more than Rs. 20 to Rs. 30 crores a yoar. Fhe note 
prepared by the Board is given in a separate Appendix attached to this 
memorandum Having examined the basic data I icould say that the esti- 
mate made by the Central Board of Revenue may be more near the mark 
than the figure surmised by Mr. Kaldor. 


1)1 this connectiou I mail mention that the e.rtent oj eviisi(>)i i)i the 
United Kingdom as estimated is also of a very high order-, 
ses made an estimate of a figure as high as £300,000,000 to £ ,100,000,000 
■while giving evidence before the Royal Commission in 1919. I his sum 
represents u very considerable amount indeeei. If that amount were 
collected, the honest taxpaper might hope for relief from some of his 
burdens. 


Causes leading to Evasion. 


180 There are various factors which give rise to evasion and one im- 
portant factor is the question of the high incidence of taxation. The majo- 
ritv have opined that while they esmnot deny that higher the rate of tax 
the greater would be the temptation for evasion and avoidance, they feel 
that the tax rates bv themselves cannot be blamed for the large extent of 
evasion in the country. While one should never think in terms of justifying 
evasion because of the high incidence of taxation, the fact also cannot^ be 
ignored that evasion is the result of high rate:.; and incidence of taxation. 
Our present rates flow from the desire to raise the maximum revenue and 
a po,sition has deve!o):>('d whereby the txable capacity hns iieen over- 
reached, Evasion leads to higher statutory rates and because of the tugher 
rates there is evasion. Then there is a desire to increase furthyr the rates 
or the burden of taxation nnd out of thi.s vicious circle the States with 
prevailing high rates can never think of coming out. The pr<.'dommance ot 
revenue bias in the provisions of all the Direct Tax Acts as opposed to 
canons of justice, equity and good conscience contributes to u great extent 
to evasion' and malpractices. The real remedy icould lie to suiii>lify the 
tax structure and varticularly the definitions of ‘income and allowables 
and the redressing of the position with regard to a composde head of in- 
come and a composite, allowance of e.vpenses according to canons of 
justice, equity and good conscience, and then to think in terms of imposing 
the minimum possible strain on the economic fabric of the country and. 
thereafter adopt a lower tax rate structure which alone in course of time 
is 'bound to give much bigger dividends. 


Survey Work 

181. Amongst the remedies to tackle evasion the majority have referred 
to the question of survey and its usefulness. The actual working of the 
Survey Branch requires to be looked into more critically. While finding 
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,«l the number of additional “ unMcSsmv'enquirie? ier“c"made 

aary to f'nd ™t OS to m how many eaSB 

of the existing assessee.. thp nroj^ress of survey work shows 

dices to this jegr was 4,33,509 and nut of these 

this, ihe number of efiec- 

onlv (- t ‘ Thus the enquiry in respect of existing assessees 

‘‘''‘''fmK^SmLb nel'tho new assUees and nearly 20,000 

conip!(-tfcl> (. Uo ium ^ _ ineffeclivc The unnecessary harassment and 

."Imcimedronyl.,.^ 

litf rnallcrs have been discussed a number of times, even as early as the 
time when the 1938 Amendment Bill was discussed and strong views have 
been expressed in that behalf in the legislatuies. 

Grovp Assistant Commissioners' Charges 
und\¥ th^cS^^kix'Ev^ 

to k'-il with cases of tax evasion would not be correct and would not 
reflect n correct approach. Even assuming that the idea is to think in tei-ms 
of a tvoper enquirv at the hands of superior officers in imporant cases, it 
voul bJ ffio much to sav that tax evasion would be checked by the creation 
S Group Assistant Commissioners^ charges. Really speaking, these charge^ 
are chalqes u:hk'h would he the training ground forofheeis who woik 
unde-'- the Groun Assistant Commissioners and such course oj 

time 'wonhl he able to assume higher responsibilities. The other advantage 
If a group system would be that, the group leader, i.e. t le Assistant Com- 
missioner^ would he readily available for a hearing to theassessee andwi 
his 'revresentntive. A first-hand discussion would be possible and therefore 
in r aspect of the group charges wherever they are created the 
.should he that n number of officers work under the group leader AssisUrn 
Commissioner and the assessments are actually made 

after hearinq the assessee. Appeals in such cases should go to the Income 
tax Appellate Tribunal The Income-tax Investigation Commission have 
favoured this idea. The other advantage of doing this would he that by 
bifurcating the administrative divisions into two wings, one relating lo th.. 
\roup changes and the other relating to the non-group the constant 

complaint of the tax pavinq public ivould he siiificixntly met. The oth ; 
cases can then be looked into by administrative Assistant Commissioners 
who need not perform the present functions of Inspecting Assistant Com- 
missioners. These Inspecting Assistpt Commissioners, ^^ording to th^e 
representations made by the tax pa^g public interfere with the work of 
the assessing income-tax officers. The independence of judgment of tn 
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assessing officers should not be crippled m any way because these ate 
the officers who are the backbone of the Department and these 
neople v/ho in course of lime would assume higher responsibilities, ‘t 1 1 ,, 
have administrative d fficulties or certa n clarilicalions to seek, it would be 
for them to take the initiative and ask for a clarification but the final jui g- 
ment should be of the assessing officers. By having me luxthiaum of 
Ivsiicctinci Assistant Commissioners as such, the mlerjerence and dounni.- 
lion by such Inspecting Assistant Convmissioners cannot be avoided Imio- 
aver much it might be desired to do so. Tbereiore, it i.s in t.ie htii-'ss ol 
ihinie; that the administrative clarifications and Lniidancc are ielt .0 a 
smaller number i.'f administrative assistant commissioners or even to uu' 
commissioners by abolishing the number of assistanl commissioners anc 
creating a smaller number of deputy commissioners’ charges. 

183. In making this suggestion I have in mind 
■an for the inspection wing ichich .should function and, fnnctuhi : j ■<, 
,t Kctora.« of Lpeo,«,„. Th. Off.covs work,,.# 
mav be stationed at imporhmt headquarters like bomba> , Caicut c , ^ , 

Madras and Nagpur and other such centres as may be tound necessai>. 

inspeclinfi offices uncle,. Uu- Du^ 

Inspection mav pay visits or may have planned touis. Such a 

;, ,S rf].,urce'»,‘,. fdmiruMi,;: pan fron, ,hc .e' S 

snkt-uv would be both in the interests of revenue and flic ta.ipayci bo 

far' as the taxpaver is concerned, he would get an ndnunistrative set up 
het-ebv tl ndependonce and the judgment of ttie assessing i>ffi«;r^; 
mli in the ihist undermined and so tar as the department is concerned, I e 
inspection wing would work with full strength and vigour and at Ine sanu 
time the administrative control would stand regulnted through the dcpuC 
lm,u£io„cult a smaller number ul admiui.atrallve ’ 

nm's a- indicated bv me. 1 would have discussed this 
uncier Vhe Administration chapter but because it has been covered undoi 
the Tax Evasion chapter, I have thought fit to offer 

this item here. I shall give my additional comments while discussing I 
Administrative set-up. 

Total Wealth Statements. 

1R4 The maioritv have recommended that net wealth statements iiiaj 
be ™1 J or m' be ■preacribed f..rm emee ,04 j eara in re»p« „ cd raaeu 

.,e. in »' J'SiS t, ^oO lhal^^L Board of Revenue 

u.f.. Queation No. gave Ibo 

following answer; — 

“The existing law provides for the calling; of Slaiement ol Wealth 
and this cai L invoked in suitable cases. Where the accounts 
rroduced are incomplete or unreliable or where concealment 
of sources of income is suspected, statements of wealth are, as 
a matter of practice obtained from the 

The statements are obtained and compiled evt,r\ thiec ot i 
years in such cases. 

2 It mav not be necessary to m*ake obligatory for the assessee to 
furnish voluntarily separate statements of wealth foi income- 
tax purposes.” 

185 T have gone through the draft form which is suggested for such 
rases includffifithrcaL for the so-called small income group assessments^ 

expenditure items as I have already commented 
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upon the same earlier. It is a question ivhether all this enquiry in each and 
every cases is called for. It is bound to result in extra load of work for the 
Department without a commensurate advantage and it is likely to result in 
undue harassment to a large number of middle income group or the smaller 
income group of taxpayers- The assessing officers with such a provision 
would make searching enquiries and try to reconcile the opening and 
closing wealth to o degree of accuracy. The process would actually result 
in all the formalities of the wealth-tax although once in 4 years to be intro- 
duced in respect of each and every case. The Department has of course 
the right as pointed out by the Central Board of Revenue itself of making 
enquiries in fit c*ases and with that position I am unable to agree with the 
recommendation of tlie majority and 1 recommend that a provision for 
calling of wealth statements once in 4 years should not be made. 

Surnni o ni }ig i nfo rmalion from Ban ks 

186. The Committee discussed this matter threadbare and ultimately 
came to the conclusion that a ])ruvision to cast a statutory obligation on 
banks and shroffs to furnish information regarding persons making 
deposisis above a specified amount should not be made. The majority 
have, however, made a rcccimincndation in the following terms: — 

“We feel that a change could be made in one direction viz., that 
banks and other credit institutions should be required 1o 
give tile names and address> 2 s of their constituents the 
sum total of whose* deposists or withdrawals on an;^^ date 
exceed Rs. 1 lakhs. We are, however, not in a position to 
assess the volume of work that would be involved in the 
furnishing of such information and we therefore leave it 
to Ciovernment to arrive at a final decision after consulling 
the Reserve Bank of India”. 

I had expresstni my view before the Committee that such a requirement 
would go even ’beyond the requirements contemplated b}' the suggestion 
which the Committee had turned down. I had given an indicaUon of 
the work involved with regard to this matter and stated that it would 
be colossal. I had also opined that such a requirement would entail the 
maintenance of independent collating records to find out the aggregate 
deposists as well as withdrawals under the various heads by each parti- 
cular customer of every bank. Taking into consideration the question of 
splitting up and the fact that such a provision would give rise to more of 
cash transacf'ons and prove detrimental to the growth of banking. I had 
suggested that such an impracticable suggestion should not be made. 
As this is one of the vital que.st.ions put in the questionnaire and the rnajo- 
3'ity have expressed a particular view, I consider it proper to say that no- 
such provision should be made. i 

187. The majority have further recommended that Banks should be 
required to conirnunicate to the tax authorities through an annual state- 
ment brief particulars of share.s held by them in blank transfers. With 
respect, 1 may state that they have not taken into consideration the 
amount of work involved. Preparation of such ct statement uwuld entail 
colossal ivork and ivould amount to ivriting up duplicate registers. Any 
one having a practical experience of the functioning of banks would he 
able to guage the voluminous loork involved. Moreover^ the tendency 
of putting all the burden even for the work of Department on assessees 
is not healthy and there should be a clear distinction between inquiry 


** Vide para 2 of lette.” dated 30th November, 1959 from the Chairman of the 
Committee printed at the beginning of thi.s Report. 



in particular cases and roving inspection. A requirement of the nature 
recommended hy the majority would be detrimental to Banking and in 
the light of the observations made hereunder and those in the preceding 
paragraph I dissent from the majority's vietv and recommend that their 
suggestion be not accepted. 

Raiding of Pre7nises 

188. The majority have recommended that the power at present 
enjoyed by the officers to be exercised only with the previous approval of 
the Commissioner may be granted to Assistant Commissioneis as well. 
In this connection 1 ivould like to state that such a power should be 
restricted only to those Assistant Cornmissioners who are actually 
■functioning as assessing Assistant Coniniissioners a/id not to others. 
Moreover,' the recommendations made heremider and also in the other 
parts of the report should not deteriorate into mass raids. Visits to the 
assessee's premises should be paid rarely and alter the jjersoial satisfao 
turn of the Conimissiorier that reasonable grounds exist for suspicion 
oi evasion of substantial amounts of tax or a systematic and widespread 
attempt at evcision. No harassment should be caused to the o.sscssec and 
every care should be taken to see that no damage is done to the assesseeh; 
reputation without the charge oj evasion ultimately being established, 
against him bevng so sustained. 

Exchange of inforniation. beiweeu Goveniment Departments and 

Einision of Sales Tax 

189. While dealing with these' subjects, a mention is made of the fact 
that there is a suppression of sa’os to save sales tax. In sucli cases the 
saving by way of sales tax would be much more than that for Income- 
tax. This would obviously indicate the high incidence of sales Taxation. 
The result is more of cash transactions and revenue loss to the State both 
in the Centre and in the State in the shape of income taxation and 
Sales taxation. This aspect has been noted by the Committee and it is 
equally important so far as evasion of income-tax is concerned. A 
natural finding rmist flow from the above approach that excesswe rates 
of income-tax and super-tax must result in an increase in the number 
of cash transactions with all its implications and disadvantages to the 
country as a whole and to the detriment of the country s econom y . 

Automatic Reporting System 

190. I am glad to note that the Committee have found themselves 
unable to accept the suggestion of Mr. Kaldor for having an automatic 
reporting system. A more detailed consideration of this matter requiries 
to be made. Mr. Kaldor expressed the view that the existing evasion of 
income-tax, super-tax and estate duty as well as the adiTiinistrative 
difficulties in connecli'on with the taxation oi capital gains, th? annual, 
tax on wealth and personal expenditure tax should he overcome through 
the .institution of an automatic reporting system of all capital transac- 
tions, etc., with the aid of a simple system of code principles. He had 
further suggested that it should be obligatory in the case of all property 
transfers registerable under the Transfer of Properties Act to disclose 
the code numbers of the transferee and the transferor. It should also be 
obligatory to produce a declaration to disclose the code numbers of 
beneficial ownership and there should be a comprehensive return 
embracing all particulars relating to capital gains, wealth, expenditure* 
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and gifts. Further, in case of all payments of, say above Rs. 10,000 
wh’ch are not payments for goods or services, the completion of a receipt 
in the form of a voucher and its surrender by a payer should, according 

to Mr. Kaldor, be made a statutory requirement. He relied on the 

Swedish precedent but little cognizance did he take of the fact that India 
is a sub-continent and the syst'em of the nature suggested by hhn would 
not only be cumbersome but irnpossible of implementation. One can 
ivell irisualize the theoretical approach to this* matter when Mr. Kaldor 
in another context suggested that for benarni transactions the benarni 
holder should, be asked to disclose the name of the beneficial owner. In 
case where there is a legal benarni holding, there is no difficulty in asking 
the beneficial owner but it is in respect of a de facto holding in the name 
of another })erson of propertr/ belonging to another that the issue arises ^ 
to be considered and it is a question ivhether the objective would stand 
at all achieved for cases like these. If Mr. Kaldor’s suggestions were 

to be accepted and recommended for implementation, the work would 

create cartloads of papers and a situation of utter confusion in respect 
of cross-verification would arise. It is for these reasons that the sugges- 
tions for an automatic and a compreliensive reporting system should 
stand rejected. 

Benarni T ra nsactions 

191. With regard to the recommendation made hereunder, I may 
observe that the intention is to create evidence against a real owner in 
favour of a de facto owner if the former for purposes of income-taxation 
nnd wealth-taxation excludes the income and wealth from the respective 
returns of his so that the other party could claim advantage by calling 
lor the relevant evddenee and establish lus right to the ownership. 

But care should be taken to see that a mere accounting of income or a 
mere inclusion of a particular item of wealth in a particular persons 
assessment by itself should not establish an ownership right and wnen 
the question of oivnersl'Ap is decided it should be for a court of law after 
hearing the respective parties, i.e., both the de facto owner and the real 
owner, claiming ownership thereof, it hat finality should obtain. 

Blank Transfers ' , 

192. The question of regulating blank transfers in the recognised stock 
exchanges and outside should be dealt with separately. For the former 
new legislation relating to the regulation of recognised Stock Exchangers 
should be examined tq see how far the regulation can be had under the 
respective law and regulations and bye-laws made thereunder. For the 
latter category, the majority have recommended that the restrictions 
relating to the p^eriod of ownership of blank transfers need not be applied 
in the following cases: — 

(a) Where the shares are handed over to a banking company 

either as a security or for safe custody; 

(b) When shares are held in blank transfers by Directors of Com- 

panies or Partners of Registered Firms or Trustees in a 
fiduciary capacity. 

I recommend that an additional category be mentioned as category (c) 
as tinder: — 

(c) Shares held in blank transfers in any fiduciary capacity or in 

the alternative, this comprehensive heading should be substi- 
tuted for heading (b). 
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Informers , 

193. The majority have recommended that the present practice should 
continue and in doing so they have given quotations from the report of 
the Taxation Enquiry Commission only in part. It is essential to give the 
full extracts which ! am reproducing below; — 

“The Income-tax Investigation Commission which also considered 
the question, pointed out that provisions for such rewards 
exist in the income-tax systems of certain other countries, 
and also in the Indian Customs administration. On the other 
hand, it found that the consensus of public opinion was 
against the proposal, mainly on the ground that it might 
induce would be informers to resort to the practice of black- 
mailing taxpayers and extorting monetary consideration for 
refraining from giving information to the Income-tax 
Department”. 


“The informer can, therefore, come up after the event, with evi- 
dence some of which he may have concoted, and he has ample 
opi)ortunities of adding to. and modifying, his veision iiom 
time to time. This pvtts him in a position to approach the 
assessee also from time to time with a view to blackmailing 
him". 


“This makes it all the more necessary, in oui' opinion, that the 
income-tax Depaidment should exercise the utmost cautioir 
in its dealings with the informers. Moreover, the reward 
that Government can give is not likely to be lai’ge and it is 
possible for the former, where the evasion involved is con- 
siderable, to extract a much higher amount from the asses.see 
cis the price of his silence. This is cinothcr sciious cispcct or 
this matter, which we trust will be borne in mind when the 
que.stion of the continuance or modification of the exi.stmg 
.system of rewards to the informers is taken up for considera- 
tion in the light of the above remarks and the further 
experience of its working”. 


194. The Central Board of Revenue, in reply to the additional ques- 
tionnaire, Question No. 43 have given the following information with 
regard to informers whose identity is known and about anonymous 
informers. This information is reproduced below: — 


Information regarding payments of rewards to Informers during 1958-59 


A. Informers whose identity is Known : 


(i) Number of Informers : 

(n) Wh oseinftirmation was found useful 

(' b) whose information was not found usefu 1 

'rviial number 

(it) Addilianal revenue raised as a result of information receired dn ihou- 
sands) 

(mO Collections out of (ii) (in thousands) 


66 

237 

303 

Rs. 


2,9Jt 

2,1 18 


410 C.B.R. 
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(ft;) Rewards given : 

(^/) Number of informers . . • • 

(» Amount of rewards ..•*•*'* 

B. Anonymous Informers : 'Anoi^ymi>iis petitions, etc.) 

(i) Number v)f Informers : 

v^a) whose information was found uscKil • • • * 

(6) whose information was not found useiu! • • 

Total suimber 


5 

14,39® 


i,i9? 

1378 


3,07S 


lii) Aidilional revenue raisod as a res 
sands) 

(in) Cv'lleciauns out oil ' 


j a rcsiili ofintormaiion rcceivctl (in iIhuj- 


2 ,880 

i,*74 


iiSHl'lo f f) 

Deveirtineni had Clothing ivhatsoever to (all hack upon, v. vH 

have SSficantlv recommended that a statutory Provision should be 
Se fOT punishLnt of informers who give wrong Con««- 

auentlv therefore, a recormnendation should have been mad f 
ZToJuJa cJpieUty anonymous p«i(.o„ and 

mous informers. In respect of these cases also it is a question wiiemer 
in ail the cases it was onh/ this outside information which um.s the basts 
for a further enquiry, the Department not having anything with 
initiate vroceedings In any event, the class o informers is a pure black- 
mS; cte of foi^play reyuiro their totol d.sc„,„-.g<.m,«e. 


Penalties and Prosecution 


196 The majority have opined that the existing provisions are not 
aDoropriate and that appellate authorities have m a vast ma]arity of 
ca^es Other cancelled the penalties or reduced them to nominal sums, 
l am not inclined to agree with the view that the provisions in this respect 
are not appropriate. For imposition of penalties, the assessee must be 
judged by the appellate authorities and the matters should 
in a rigid manner for imposition of penalties under a .straight- jacket 
scheme Each case must be viewed on merit and it is the circumstances 
of each particular case which should decide the matter. The cancellation 
and .suhstantial reductions reflect on the tvork of the assessing officers. 


The majority have recommended the system of automatic imposition 
of penalty. The Income-tax Investigation Commission which considered 
the matter in sufficient detail gave the following finding; — 


■‘218. We have received numerous complaints that the power to 
impose penalty is exercised by the Income-tax Officer in a 
somewhat arbitrary manner even though attempt has been 
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niade to secure uniformity by obtaining the statutoiy pre- 
vious approval of the Inspecting Assistant Commissioner 
and the administrative approval of the Commissioner, 
We therefore framed Question No. 41 in order to ascertain 
whether some other scheme might not be thought of which, 
in the event of failure to submit returns, would operate 
automatically. We asked whether it could not be pi'ovided 
in the Act that persons who had not submitted their returns 
should be disentitled from claiming statutory deductions of 
certain kinds. The general trend of opinion was against the 
suggestion, and we are, on the whole, inclined to agree witk 
# this view. In making the suggestion we had in mind the 

practice in England where failure to submit a return auto- 
matically entails the forfeiture of allowances, which can be 
obtained only after a proper claim is made for them in the 
return. Under the Indian system, the necessity of granting 
some of the allowances is met by exempting from taxation 
income upto a prescribed limit. Whenever an assessment iwS 
made under section 23(4) the Income-tax Officer is bound 
to grant this exemption. The forfeiture of the other allow- 
ances may not involve sufficient penalty. Moreover, the 
application of an automatic provision of the kind suggested 
would fail to take into account the difference between a 
variety of conceivable cases ranging from downright fraud 
to technical default in the submission of a return within the 
prescribed time. A mechanical rule of the kind suggested 
would attract the penalty without each case being judged 
on its own merits. We, therefore, agree that the substitution 
of an automatic pemalty would not operate equitably and 
that the discretion of the Income-tax authorities to regulate 
the quantum of penalty should be retained. The prior 
statutory ‘‘approval of the Inspecting Assistant Commissioner 
and the administrative sanction of the Commissioner would 
no doubt be useful in securing uniformity and correcting any 
arbitrariness in the imposition of the penalty; but as we 
pointed out in paragpph 299 infra the Inspecting Assistant 
Commissioner s sanction should in all fairness be given only 
after allowing the assessfie an opportunitv to show cause 
against it.'’ 


197. A reference is made by the Income-tax Investigation Commission 
in their report about the practice in England where failure to submit a 
return automatically entails the forfeiture of allowances, which can be 
obtained only after a proper claim is made for them in the retm'n. One 
has to he caiUkms in judgmg the provisions of the other countries where 
conditions are totally different, for example, in the United States , of 
America, the whole system of assessment is based on what is known as a 
sself-^assessment basis, where the returns are normally not inquired intio 
and there is a sort of test check applied. Naturally, therefore, loith 
the background of the relevant enquiry in each case being absent^ 
the penal provisions as also the provisions relating to prosecution should 
take a different shape. The position in the United Kingdom is, however, 
one which determines the assessment on an enquiry and ultimately 
fiiialises the matter after an attempt is made for an agreed assessment 
There also the posiUon with regard to penalties is in a confused state. The 
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tJ.IL Royal Commission have made pertinent ob^vations in their report 
33 ^ I «m reproducing certain relevant extracts below: 

(\) Action should be taken in due course to promote legislation 
for tefpurpose of removing confusion and overlapping from 
Se %naU? provisions and bringing them up to date An 
Spert Committee drawn from lawyers and members of the 
Infand Revenue Department should be 
work of review and of preparing the 

Although the existing system may work well enou# in prac- 
tice it is not right that penal provisions, which aie capable 
of involving very grave consequences, should remain ambi- 
guous. 

(2) We do not find anything amiss in the various 

tributing the power of imposing penalties among various 
Authorities To sav that no penalties should be recoverable 
SSpf through the agency ol a Court otlaw 
to US to be »a precaution that is desirable in the interest 
the subiect. There are .several offences which may not be 
of great culpability and as to which the facts cannot 
dispute such for instance as a neglect to make a true and 
correct return or a refusal to deliver a return: as to these, 
if they are to be penalisod, it seems to be in everyone s 
interek that it should be possible for any penalty ™POsed nr 
to be imposed by one of the ordinary tribunals that deal with 
income-tax appeals. Again, some offences are ^isclos^ by 
the facts that are gone into in the course of a tax appeal 
before General or Special Commissioners. Advantage li s 
in authorising the tribunal which has investigated the taets 
to decide upon and to impose the appropriate penalty i so 
requested by the Revenue, instead of requiring the Reveriue 
to start a new set of proceedings in the High Court m which 
the facts would have to be gone into all over again. 

(3) We accept from the foregoing the special position of the Trea- 

surv At present it has the same power as the Board to 
mitigate fines and penalties. We do not think that there is 
an V place for two sets of concurrent powers which, if exer- 
cised could only lead confusion and we think it clear that 
the powers of the Treasury in this field should be with- 
drawn. 

(41 There ought to be a clear line of distinction between offences 
that depend upon the presence of fraud (in which we include 
all false statements knowingly made and intended to be actm 
upon) and other offences. If fraud is reli^ upon p the 
ground for seeking the imposition of a punishment, whether 
fine or imprisonment, proceedings should be taken before the 
• High Court or upon indictment- 

'■ (5) The distinction between penalties and penal duties should be 

done away with. It should be made plain that penal duty is 
nothing but a penalty and is neither a liability that arises 
by process of assessment nor a form of liquidated danmges. 
Moreover, there should be a rationalisation of the anjounts 
involved, whether in penalties or p«nal duties, for at present 
the relationship is haphazard. For instance, it is obvious that 
there may 'be cases in which a liability for treble the amount 
of tax properly due is altogether excessive in relation to the 
I offence committed. 


(6) Assuming that our recommendations for removing assessing 
functions from the Special and General Commissioners are 
adopted, they should not be left in possession of any power's 
of imposing penalties which came to them as appendfed to 
those functions. Their functions should be to hear and deter- 
mine proceedings for penalties (other than fraud) initiated 
by the Board. 

198. Taking into consideration the above analysis, 1 am of the view that 
the imposition of penalty should not be automatic but the maximum 
amounts leviable in respect of different types of default should he laid 
dotvn. There should be a distinction between mere omission through over-- 
sight, omission due to negligence, omission due to deliberate concealment 
and wilful default and concealment in cases lohere fraud on revenue is 
involved. While the late submission of returns or their submission by the 
end of the relevant year should not attract any penalty, a delan/ beyond 
the financial year but up to the next financial year should attract penal 
interest only and, that too, on the amount of tax that loould be ultimately 
charged up to the date of the sxibniission of the return on the tax finally 
determined less payments made under Section 18.4, those made under sec- 
tion 23B and all other credits or refunds to which the assessee may be en- 
titled to. In the United Kingdom there is no penalty as such for "the lete 
submission of returns or even for the payment of taxes and only 3% 
interest is payable. It is only in cases of delibei^ate refusal and deliberate 
and undue delay and the submission of incorrect or untrue return that 
a penal imposition can take place. 

199. The majority have opined that there are provisions in other coun- 
tries including the United Kingdom where this onus of proving that the 
omission is not on account of wilful neglect is thrown on the assessee. 
With respect I should like to point out that the position has been misread. 
The majority’s recommendations is in the following terms: — 

“We appreciate the difficulties faced by the Department in dis- 
charging the burden of proof for levying penalties. We re- 
commend that the penalty provisions of the direct taxes acts 
should be brought in line with Section 49(1) of the Income- 
tax Act, 1952 of the United Kingdom'’. 

This section is reproduced below: — 

“49. (1) If the Additional Commissioners or the General Commis- 
sioners — 

(a) have made a charge to tax under Schedule D in respect of a 

sum in excess of the amount contained in either the state- 
ment or the schedule of a person to be cliarged; or 

(b) discover, from the information of the surveyor, or otherwise, 

that a charge to tax in respect of a sum in excess of either 
such amount ought to be made, ^nd an assessment is made, 
at any time within the year of assessment or within three 
years after the expination thereof, 

they may, unless the person to be charged proves to their satisfaction 
that the omission by him did not proceed from any fraud, 
covin, art or contrivance or any gross or wilful neglect, charge 
that person, in respect of such excess, in a sum not exceeding 
treble the amount of the tax on the amount of the excess”. 
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200. My reading of this provision is that the onus of proving that a par- 
ticular item of income is includible or not in the assessment being the 
assessee’s income is on the Department and it is for the department to 
show that the assessee concealed that income. According to the section as 
it reads it is not as if the burde» shifts to the assessee. It is only when 
the operation of treble the tax comes in that the assessee, to avoid treble 
tax being imposed, would have to show that the omission did not proceed 
from any fraud, covin, art, or contrivance or any gross or wilful neglect. 
Various official witnesses also stated that it would be wrong to call upon 
the assessee to prove the negative. 


201. In the light of these ohservalions 1 am of the view that there is no 
need to make any such provision because in a case ichere the Department 
thinks that there has been a fraudulent concealment of income^ it would 
impose the maximum penalty of I J times the concealed income and. ipso 
facto the assessee in appeal would have to state his case about the factor of 
fraudulent concealment not being there to enable him to get a reduction of 
the maximum penalty if so imposed. ** Incidentally, I may mention that 
treble the tax mentioned under this section 49 of the U.K. Income-tax 
Act, 1952, has been misunderstood as treble the penalty and accordingly 
even the questionnaire included a suggestion about the imposition of 
treble the penalty. The Central Board of Revenue advocated the impo- 
sition of treble the penalty possibly on this very interpretation and even 
the Taxation Enquiry Commission have proceeded while considering the 
relevant issues on the basis that it is treble the penalty and not treble the 
tax. 


Prosecutions 

202. The majority have made the following pertinent observation in 
their finding in this behalf: 

“That during the last ten ymrs the department had not been able 
to get even a single person convicted in a court of law for an 
offence against the Income Tax Act. Though preliminary pro- 
ccGdings had been initiated in a small number of cases they 
were dropped ultimately, either because the case had been 
coinpoiinded or the evidence vms not found strong enough to 
secure conviction”. 

I do hope that the approach does not embrace a trend of* thought that there 
must be some prosecutions which must be launched every year whatever 
the possibility of success for the Deyjartment. 

While I am of the view that in cases where fraudulent concealments 
are unearthed and there is evidence to support the case, the Deportment 
ought to sanction and proceed with the prosecutions, the practical aspect 
also should not bo lost sight of. 

203. It would be useful to consider the position obtaining in other 
countries and the practical consideration given by them.. According to the 
information contained in the One Hundredth Report of the Commissioners 
of Her Majesty’s Inland Revenue for the year ended 31st March 1957, the 

para. 2 of letter dated 30th November 1959, from the Chairman of the 
Committee printed at the beginning of this Report. 
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position with regard to imposition of penalties and criminal proceedings is 
as under: — 


'i'o ir 

3d s! Mirch 

Nf >. v)i' c.iscs. 

al charge 
raised 

Fcndtf ics in- 
eluded in 
tcial charge^ 




L 

■£ 

1939 


2. .7-4 

3 ,131 ^4 ^ 

Nd availablt 




4.190,479 

967^279 

1949 


I ,H 02 

4 - 43 ^ 0'’^4 

1505 9,8 56 

1950 


1 

5 c:' 54,070 

1,291 ^09 2 

1951 



7 ^ 4-69 <5 ^3 

T ,735,049 

1 9 ^ 2 


4^962 

9,430,396 

2,446,205 

1933 


9 -H 36 

1 1 ,045,4 12 

3,865,219 

1954 


18,144 

20,38 1 ,8*^0 

7,555,342 

1955 


19,663 

2 0.. 5 8 7, 922 

8.420,-419 

1956 


1 6,1 16 

22 .66 I ,950 

8 , 490:973 

1957 


>5,511 

22,549/246 

9-426,295 


♦The figures for penalties include income tax and surtax underpaid for 
years outside the normal time limits for assessment, unless such tux has 
been assessed under the special provisions which apply where fraud or 
wilful default has been committed. 


124. In addition to the above, District Inspectors settled the small cases 
shown in the following table. The figures rellect the impact of the Finance 
Act 1951. That Act gave the Board power to obtain from banks and other 
persons carrying on a trade or business who pay or credit interest without 
deduction of" income tax, the names and addresses of the persons to whom 
such interests is paid or credited and the amount so paid or credited in any 
case where it exceeded £15 per annum. The bulk of the cases in which 
under-nssessment of interest was discovered, following that Act, have now 
4 been settled. 


Year ended 3i si A!areh 



''I'oOdc ha; 
raised . 

1951 


i>d 54 

165,344 

1952 


5,218 

430,630 

19.53 


. 1363IS8 

5 > 389 , 2 I 5 

1954 


r 33-757 

4 , 927 . 4^2 

1955 


75.580 

2., 3 58,746 

1956 



1,018,282 

1957 . . . • - 


37,578 

940,002 



CRIMINAL PROCEEDINGS 

125. The following- table summarizes the prosecutions by the Board in 
1956-57; 


Class of case 


Mature of olTcnce. No. of persons. 

Prosecuted Convicted 


Tax frauds 


False clainis 


P.A.V.l'. frauds 


Post-war credit frauds 
'nicft.s . 


Misccilune nis 


p'alsc accounts and returns ; Omitted sales 
and fictitious purchases ; fictitious betting 
accounts^ctc. ..... 

False claims for allowances for wife, 
children, dependent relatives, travelling 
expenses etc. false repayment claims. 

(1 ) employers ; false annual ret urns and tux 
deduct ion cards . . • • • 

( z) lunployees ; (orged alteral ions to emp- 
ioyci’s leaving certificate oj pa\ and tax 
deducted , iniperst>naiion of another tax- 
payer to obtain increased allovvanccs. 

F'alsc claims forpost-wai credits 

'rhefts and fraudulent encashment oi 
payable orders .... 

Assault on (’vil lector. .... 




3 


1 


1 


14 


3r 

5 


3 


I 


1 


A nolle prosectil on grounds of ill-health was entered in :he case of vme acevsed person. 

204. The above analysis will show that while the number of cases of 
under-assessments ultimately settled which was — 18144 in 1954, 19663 in 
1955, 16116 in 1956, 15511 in 1957 the number of prosecutions was meagre 
e.g. 59 in the year 1957, convictions being obtained in 57 ceases out of 59. 
This clearly indicates the position that it is very very rarely that the pro- 
secutions are launched, llie number o/ individuals with total income 
above the exemption limits for 1956-57 was over two crores arid it is against 
this total mmiber of indivkhials that the number of jv'osecutions has to be 
gauged. 

205. I may pertinently refer to the observations made by Mr. Ronald 
Staples in his treatise “Staples on Back Duty”: — 

“The detection of evasion can be expected only from an adminis- 
tration which is free from the toils of an “ill-digested mass of 
legislation, and which is sufficiently and efficiently staffed and 
equipped to carry on the work. \^ile the Inspector of Taxes 
in the district is expected to keep in touch with the constant 
changes in the law and practice, and to pit his brains against 
well-informed professional opinion, he cannot be expected tc 
be in a position to devote much time to the detection of eva* 
sion. The authors’ experience is that the officials commence 
investigations in more cuses than they are able to complete 
within a reasonable time; the consequence being that the tax- 
payer — honest or dishonest — is on the rack unnecessarily for 
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months and even years. Owing to shortage of staff in tke 
Inland Revenue Department this is particularly true today, 
although u real attempt to improve the position is certainly 
being made by the Board of Inland Revenue.” 

Another emient author Mr. A. J- Roper in his book ‘'Back Duty Manual” 
observes as under: — 

“Most cases are settled on a pecuniary 'basis and in only the most 
serious is the Reveyiue likely to take the matter to courts/' 

266. The other relevant observations of the uuthor are also of consi- 
derable importance: — 

“The next class to be considered is that where there has been deli- 
berate evasion or fraud. This class covers, in varying degrees 
of seriousness, most of the Back Duty cases which arise in 
connection with businesses. They range from the case of the 
retail trader who omits some part of his onsh takings from 
his accounts to the case of the businessman who deliberately 
uses false invoices or other devices to deceive his accountants 
and thereby the Revenue Department. The essence of nego- 
tiating a settlement in cases of this type is an appreciation of 
the evidence of evasion und fraud known to the Revenue De- 
partment, together with an appreciation of the possibility of 
proceedings being taken by the Department. If at this stage, 
the case is still working in the Inspector’s office, the possibility 
of criminal proceedings can be almost completely ruled out 
As regards penalty proceedings, the Department does very 
occasionally commence proceedings by the issue of writs, but 
thi^ fs only done where there is u refusal to make an offer or 
where the offer is grossly inadequate. Bearing in mind the 
lack of positive evidence of evasion or fraud and the reluctance 
of the Department to take public proceedings, skilful nego- 
tiation will frequently effect a settlement very much smaller 
than would at first sight seem possible”. 

207. So far as the United States of America is concerned, the following 
information emanates from the Statistics on Tax Fraud Cases (Bureau of 
Internal Revenue 1945 — 49 inclusive): — 

14,183 cases were investigated by the Special Agency in charge out 
of which 9,381 cases were sent back to revenue agents in charge and 
collectors for settlement without further consideration of prosecution. 
The remaining 4,802 cases were referred to Chief Counsel (Now by 
Regional Council, Penal division for Prosecution). Prosecution was 
rejected by Chief Counsel in 1,115 cases; 2,684 eases were referred to 
the Department of Justice for prosecutions of which 2,242 related to 
3 years, viz., fiscal years 1947, 1948 and 1949 out of the five years 1945 
to 1949 stipulated above. After a final filtration it was only in 348 cases 
that sentences for which time was to be served were sustained. It is signi- 
ficant to observe that the number of prosecutions for 3 years so result- 
ing in jail for the exmder was only 348 giving an average of 116 prose- 
cutions so sustained against a total number of taxpayers exceeding 7 crores. 
It is also necessary to repeat the ohserimtion that the cuisessment system 
in the United States is one 'based on self-assessment. Moreover, in U-S.A. 
criminals are dealt with under the tax law as it is difficult to have con- 
victions under the crmiinal Imv. It is for this very reason that it is essen- 
tial in such a system to function properly that the tax administration should 
protect the taxpayer not only against over-assessment hut against frivolous 
prosecution. Further, the prestige of the State cannot he put at stake and 
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unless and until the State has full evidence to sustain a prosecution charge, 
the other and a better remedy of imposing and collecting a deterrent pen- 
alty should be adopted. Analysing the statistics further the position for 
the United States of America is that while for the fiscal year 1949 the 
Department of Justice took only 350 criminal tax fraud cases into the 
court, against which a correspondingly reduced rnirnber of final convictions 
by jail sentence was sustained. Government collected 38 Billion Dollars in 
tax revenues that year. This collection was really effective work. 

208. In this connection I would also like to quote the an.swer given bv 
Shri S. Varadachari, Ex-Chairman of the Income-tax Investigation Coni- 
mission. His opinion was sought as to making an offence under Sections 
51 and 52 as penal with imprisonment and making the quantum three 
times instead of one <and half times. Shri Varadachari gave the followin'' 
reply: — 


‘‘My answer is this. Generally, nearly in all Western caruntries 
they have fairly a well-developed .system of income-tax. They 
are averse to take recourse to criminal law for income-tax 
cases. The revenue matters should he dealt mvith on the 
revenue side and not converted into crimes. Even now you 
have power to impose penalties, sometimes, it is exercised 
severely.” 


I am therefore of the view that while the threat of jail man be there, 
the State should not think in terms of jail as a deterrent. 

209. The same observations would apply so far as I arn concerned to 
the suggestion of the majority that resort .Hiould be had more frequently 
to the provisions of the Indian Penal Code rather than the provisions of 
the taxing statutes. Here also it is the basis of evidence and the possi- 
tniity of success that should determine that issue. 


210. There is one more recommendation by the majority that deliberate 
concealments of income, wealth, etc., should be mode a specific offence 
punrshable under Section 52 of the Income-tax Act and the correspondine 
provisions of the other Direct Tax Acts. In this connttion alsoTsSS 

ci!lionV‘ ^ regard to the question of prose- 

perjury or such other offences that 
prt.., cutions may be launched and not in cases where there is a conceal- 

ilnn r-iP for the latter types of cases, the preferable remedy is the 

Sect statement etc., in 

rcf^pect of ivhich prosecutions should be launched. 

should another finding by the majority in respect of which I 

should like to offer my comments. This finding reads as under: — 


“Our ifftention was drewn to the provisions of Section 5(2) of the 
Corruption Act, 1947 (2 of 1947) and it was 
o ggt.5tcd that ..1 maximum sentence of seven years as provid- 

ed m that: Section should also be adopted We do 

enhancing the maximum period of sentence 
useful purpose at the present moment 
when practicelly no prosecutions have been launched for the 

fhi? stnTo^f years We do not consider that it is necessary at 
.his stage to intro^ce such a provision but if in actual prac- 

the Department finds that the courts are averse 
tino-^rmH V ™P^isonment, the question of amending the exis- 

provide for a minimum period of 
impiisonment m cases of conviction may be examined”. 




i 
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212. The majority appear to be thinking in terms of very high sentences 
being mentioned on paper and irrespective of the merits of the case, ’which 
should be judged only by courts of law, they are thinking in terms of 
having a provision “if the courts are averse to ©warding imprisonment”. 
In my humble view these matters regarding offences to be committed by 
the citizens of the country should be left to be judged under the relevant 
provisions of the Indian Penal Code by the courts of the country and there 
should be no interference created by legislation thrvugh the taxing statutes. 

213. Regarding the question of compounding offences, the m,^jority have 
recommended that while they do not suggest withdrawal of powers to 
compound offences provided under the Act, they do feel that such powers 
should be exercised only in exceptional cases and not as a matter of course 
Here also I respectfully differ. I am of the view that unless the cases 
loarrant prosecution with a full chance of success, the Department should 
think in terms of collecting a money penalty or a money amount by way of 
compounding. 

214. There is a recommendation by the majority to the effect that the 
provisions of section 28 (4) of the Income-tax Act and the corresponding 
sections of the other direct tax acts should be deleted. They have further 
recommended that in all cases of deliberate concealment where there is 
sufficient evidence, the Departmnt, as a rule, resort to criminul prose- 
cution. **It would be impos.siblc for the Department to collect the money 
penalty if the relevant provisions as now contained under Section 28(4) 
were to be deleted. The existing provision reads as under: — 

“No prosecution for offence against this Act shall be instituted in 
respect of the same facts on which a penalty has been imposed 
under this .section”. 

I, therefore, recommend that this suggestion of the majority -be not 
accepted. As regards the .second part of the recommendation ' of the 
majority 1 invite attention to my observations in paragraphs 196 and 202 
to 212 (both inclusive). 

Abetment of tax evasion 

215. The majority have recommended that a provision similar to the 
one contained in the Income-tax (Amendment) Bill, 1951 should be intro- 
duced in all the Direct Taxe.s Acts at the earliest opportunity. I am 
reproducing this clau,se of the Bill for a ready reference as it appears 
that the relevant clause has not been reproduced by the majority': — 

“53. INSERTION OF NEW SECTION 52A IN ACT XI OF 1952-- 
After Section 52 of the Principal Act, the following section 
shall be inserted, namely: — 

‘52-A. Abetment. If a person abets the cornmi'ision of a default or 
the doing of anything by another person whereby the other 
person is rendered liable to prosecution under section 51 or 
section 52, the person abetting shall on conviction before a 
magistrate, be punishable -w'ith the punishment provided for 
the offence abetted.’ ” 

While I am in agreement with thd proposition that abetment of such 
an offence should be punishable, I hold the view that it is futile to launch 
a prosecution against the alleged abettor before the charge is established 


••’Vide para. 2 of letter, dated 30th November 1959, from the Chairman of the 
Committee printed at the beginning of this Report. 
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against the first offender. It would be good defence for the alleged 
abettor to say that the question of abetment cannot arise unless and until 
the charge against the main culprit is established and sustained finally. 
hi this light the question of taking any proceedings against an abettor 
should be considered only after such a charge has been established. It 
should also not be as if the abettor is punished lohile the main culprit 
is let off or dealt loith lightly. 


Declaration by Tax Representatwes 


i 


216. On the ground that it would be difficult to obtain sufficient ^ 
evidence to establish the fact of abetment, the majority have recommend- 
ed that tax representatives should give a declaration in a prescribed form 
about the correctness of the returns submitted by their clients. It is the 
view of the majority that such a responsibility should be put on tax 
representatives with a view to help the maintenance of a proper code of 
professional conduct amongst tax representatives. This is a totally 
different approach from the one made by the majority themselves in the 
finalised report and such a different approach emanates from the chapter 
now submitted to me for inclusion in the report. I am not able to under- 
stand how a requirement to certify something can ensure the mainten- 
ance of a proper code of professional conduct by a tax representative. It 
is in the exercise of his duties and the certification of particular matters 
that the responsibility arises but to say that an additiC‘nal requirement to 
be foisted on tax representatives would enable the maintenance of proper 
disciplinary standards is something unusual. A man of correct ethics 
would conform to all the requirements of his profession. The discipli- 
nary action at the hands of the respective authorities of the legal and 
the accountancy professions fully ensures the position in this behalf. 

The majority have stated that in the United States of America the 
person preparing a taxpayer’s return also must sign a declaration in the 
terms mentioned by them. In the first place I must point out that the 
position obtaining in the United States of America is totally differeri^t 
from the one obtaining in our country inasmuch as in the United States 
of America there is a self-assess-ment system where only a test 
check of the returns submitted, is made by an audit and there is no 
scrutiny in each and every case as it obtains in our country. f)bviously, 
therefore, to base our system on the posiUon obtaining in an \altogetKev 
different context is not correct. I would like to quote the provisions of 
the Code and the Regulations of the Internal Revenue Code of the United ^ 
States of America: — 

‘'Sec. 6061. Signing of Returns and other Documents 

Except as otherwise provided by sections 6062 and 6063, any return, 
statement, or other document required to be madfe under 
any provision of the internal revenue laws or regulations 
shall be signed in accordance with forms or regulations pres- 
cribed by the Secretary or his delegate. 

‘‘Sec. 6062. Sigiiing of Corporation Returns 

The return of a corporation with respect to income shall be 
signed by the pi'esident, vice-president, treasurer, assistant 
treasurer, chief accounting officer or any other officer duly 
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authorised so to act. In the case of a return made for a cor- 
poration by a fiduciary pursuant to the provisions of section 
6012(b)(3), such fiduciary shall sign the return. The fact 
that an individual’s name is signed on the return shall be 
prima facie evidence that such individual is authorized to 
sign the return on behalf of the corporation. 

Sec. 6065. Verification of Returns, 

(a) Penalties of Perjury . — Except as otherwise provided by the 

Secretary or his delegate, any return, declaration, state- 
ment, or other document required to be made under 
any provision of the internal revenue laws or regulations 
shall contain or be verified by a written declaration that it 
is made under the penalties of perjury, 

(b) Oath , — The Secretary or his delegate may by regulations 

require that any return, statement, or other document 
required to be made under any provision of the internal 
revenue laws or regulations shall be verified by an oath. 
This sub-section shall not apply to returns and declarations 
with respect to income taxes made by individuals.” 

As to returns made by agents, the following comments contained in. 
the Volume relating to Regulations on the Law of Federal Income Taxa- 
tion (Mertens) clarifies the position beyond doubt: — 

“Sec. 6012 — (5) Returns made by agents . — The return of income 
may be made by an agent if the person liable for the making 
of the return is unable to make it by reason of illness or 
continuous absence from the United States tor a period of 
at least 60 days before the date prescribed by law for making 
the return. However, assistance in the preparation of the 
return may be rendered under any circumstances. Whenever 
a return is made by an agent it shall be accornpained by the 
prescribed power of attorney, Form 935, except that an 
agent holding a valid and subsisting general power of 
attorney authorizing him to represent his principal in making, 
executing, and filing the income return, may submh a certi- 
fied copy thereof in lieu of the authorization on Form 935. 
The agent, as well as the taxpayer, may incur liability for ihe 
penalties provided for erroneous, false, or fraudulent returns. 
For a return of an agent for a non-resident alien individual, 
see paragraph (b) (6) of this siection. For the requirements 
regarding signing of returns, see S.l. 6061-1.” 

The requirement for the verification to be made by the person who 
actually prepares such a return of income relates to the person in the 
employment of an assessee or in the organisation of an assessee. It is 
also pertinent to observe that the declaration reproduced by the majority 
relates to the preparation of a return for and on behalf of the corpora- 
tions where the persons holding fiduciary positions in coi’porations have 
to prepare and verify such returns. The verification in the other cases 
is of a simpler character and reads as under: — 

‘T prepared this return .... and that this return (including any 
accompanying schedules and statements) is to the best of 
my knowledge and belief a true and correct complete return 
based on all the information relating to the matters required 
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lo be reported in this return of which I have any know- 
ledge.’' 

In this connection I should like to point out that the agents when they 
prepare the returns and give the verification, also ensure that they qualify 
the position in clear terms. This is so because it would be a rare case 
indeed for the agent to have any personal knowlede of the facts behind 
the figures supplied to him by the taxpayer. The qualification which 
lakes place in the United States has normally two alternatives as under: — 

“I have prepared this return for the taxpayer upon the basis of 
information supplied without independent audit or verifica- 
tion and have no cause to believe that it is not true and 
correct return.” 


or 

“computed witliuut audit or verification”. 

Even in cases wliere the accounts are audited, it would be difficult indeed 
for any agent to certify that the income reflected in the books of account 

or in the return is all the income of an assessee or it is a full statement 

of his income from all the sources and the person who audits accounts 
may not necessarily be engaged for tax matters. 

The miijority have also quoted the position obtaining in Australia and 
have actually borrowed the form obtaining there. 

(1) What books of account, if any, are kept by or on behalf of the 

taxpayer? 

(2) By whom are those books of account kept? 

(3) Are those books of account audited each year? If so, by whom? 

( 4 ) Is the return in accordance with those books? 

(5) If the return is not in accordance with those books, on what 

basis and upon what information has the return been pre- 
pared? 

(6) Have you satisfied yourself, and, if so, how, that the books of 

account, or other sources of information upon which the 
return is based, are correct and disclose the whole of the 
assessee’s income, wealth, etc., from all sources? 

The first 5 items are mere statement of particulars or information 
and it is only item (6) which is material for consideration from the view 
of the approach made by the majority. It is a question whether any 
representative may he in a position to fathom inlio the real position of 
nn assessee, where the assessee may choose not to disclose all material 
particnlars to the representathw. It would be difhcult indeed for him to 
make a bald statement that the hooks are correct, and disclose the whole 
of the taxpayer's income from all sources. It is only the taxpayer who 
can say this and if he does not disclose all the particulars, it would he 
impossible for an authorised representative to make a mention in this 
behalf. The majority observe that these objections are not well-founded. 
According to them all limited companies are already required to have 
their accounts audited and the auditors have to give a fairly comprehen- 
sive report as indicated in Section 227 of that Act. They have also 
referred to the scheme for compulsory audit for cases of business income 
over Rs. 50,000 and they further observe that in cases where the repre- 
sentative or the adviser has not satisfied himself about the correctness of 
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the return and the books of account and other sources from which the 
return was prepared, he can quite clearly say so. In this light they have 
recommended the adoption of the declaration form. 

J nioy, ill this coiiyiQctioii^ invite cittc'iitioii to the oliservcttions iiicidc 
by the majority themselves that even in company cases concealmerDts 
and jrauds have been detected. 1 also invite attention to my obser’vatjona 
in this memorandum in connection with the suggestions for a compulsory 
audit. I would reiterate the position that cases of non-companies ^re 
altogether on a different footing from those of companies and even in the 
case of companies the returns loould be prepared on the basis of the 
iN f()r?nation contained in the hooks and reliance would have to be placed 
^ on the certifi-catiou to be made by the persons liolding fiduciary positions 
in companies. In any event, the return wouk! be at best a return in 
conformity with the books and one can never say with a degree of 
accu]-acY that the return shows the correct income. Again, there would 
be cases where authorised representatives would merely represent the 
cases and not be concerned with the examination of books. There may 
be other cases where the authorized representatives may merely give 
pl'iotographic I'eproductions of tire profit and loss account and the 
balance sheet. In vieic of this analysis 1 fail to see how responsibility} 
can he cast on an authorised representative and what advantage \caru 
floio from the suggestion made by the majority. I, therefore, respectfully 
dissent from the recominendation of the majority in this behalf and 
recommend that their suggestion he not accepted. 

Volu ntarif Disclosure Scheme 

217. I am glad to note that the Committee as such has rejected the 
suggestion to revive the scheme for voluntary disclosures. 1 do not agree 
loith the finding of the majority that there was a widespread demand from 
Chambers of Commerce and Trade Associations that a scheme ^similar 
to the one launched in 1951 should be introduced. On the other hand 
such a demand came from particular places. Responsible chambers |of 
commerce and industry in the country clearly menHoned the fact that 
the revival of such a scheme would amount to putting a premium on tax 

; evasion. It is interesting to analyse as to how the scheme worked at 
difl'erent places. A representation was made by some chambers to the 
effect that it was not administered and worked in the spirit in which it 
was formulated originally. They had observed that in a number of cases 
the disclosure statements had not been effected with that measure of 
consideration which would be required for a vital matter like this. The 
^ same complaint had been made about the settlements effected even after 
the date for voluntary disclosures had expired. It was also felt that in 
certain quarters the implementation of disclosures scheme and the settle- 
ments may have not been on a uniform basis and while some assessees 
have been able to discharge their liability quite lightly, others have 
been made to pay heavy penalties. It was therefore necessary in the 
context of things pertaining to the matter that this Committee was 
requested to go into the data relating to this matter critically and find 
out the exact position obtaining as regards the various disclosures made 
and the settlements effected. 

218. The information given by the Central Board of Revenue in two 
tabulated statements, one relating to the disclosures in respect of pre- 
22-10-1951 disclosure cases and the post 22-10-1951 cases is of consider- 
able interest. These tabulated statements are reproduced below for a 
ready reference: — 


DISCLOSURE AND DISPOSAL OF DISCLOSURES STATEMENT UP TO THE MONTH OF MARCH 1959 
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219. 1. will appear f«m the Mormaiion 

statemerTta that of tax demand was L. 1,00,56.000 

period relates to U.P. rjc Q4 81 000. It is significant to 

against which the tax , Ha ig’ooo working out approximately 

nSte that the penalty amoun ts just Rs^ia 000 w g ^pp^^ 

at -201 of lliP SpuSab the number of cases stands at 

■7"6”ar4ar a Hs 

S?:; rpeerthroS.r.^W3« ' 

t vfne afesuR about 2%, the tax demand in relation to assessed incoine 
fSfne at IsV For post-21-10-1951 cases, the prime place goes to U P. 
for the^neagre amount of P^nal imposition 

Wfaqt Rensal it works out at 4-2Vt' wmie in uic t,c«ac ui. ^ j ' 
Salge?) It works out at 7-,5» while the respect, ve percentages of tax 
demand in relation to income are 11-5/, , 16/.; and 24/. . 

The above analysis presents a picture which confirms Positioir 

vismlLd by organized chambers of commerce 

Wen quoted above. The analysis fully justifies the view that the volun 
tary Asclosure scheme should not at all be levived. 

Suggestions to amend the Law 

990 The majority have thought fit to suggest very 

,.r“ the «s.ses^».s o, charitabte instittd^ 

(eel quite sad “* “PJ’ ,™%erslmd othcis concerned at any stage. 

was not at all rejerrcd to the topers o j 4(3) j 

The majority *,®a" iMpho’^^es which help the formation 

of the Inoome-tax Act contains certain 1 F assumed that accumula- 

of pseudo charitable frosts. Thy have J be utilised in the 
tions being under the full dtscussing the ques- 

businesses of the ^ - taxes board an observation is made to the 

Spct*\harin thrabsence of the matter having been discussed with the 
persons oonceiyd and withy t hayng^^^^ ^AiTfor tWs 

g-i=H”S?-as«iS£ 

the Committee for a rational consideration. 

991 I do not know why it should be presumed that most of ^e parity 
trusts accumulate moneys and invest such monies with the f Jective of 
bavins a control over their industrial concerns. The judgment quoted by 
Ihe mliority would be a solitary instance. The majority have gone to the 
i^tpnt of recommending that an investment of more than 5 /o of the 
S d^p cap,hai in an undfrtaking would prelude the chanty from getting 
exemption in respect of the dividends or share income from such lyest 
ment^ Even if there he some rare instances, there would he 

caHon or reason for depriving in a wholesale manner thousands and 
thousands of charitable trusts from the rightful exemption which they 
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enjoy and I fail to understand how a holding in excess of 5/c but less 
than 50% can create a controlling interest. In a number of cases it is 
only by accumulating the income that bigger charity schemes have 
come into existence and the huge educational, medical or other lehef 
organizations which we find functioning so well in the country 
have come into existence at all had it not been for the fact that ’-rustees 
concerned showed imagination and spent amounts on institutions which 
have given real help to the social fabric of the country as a whole. I also 
do not concede the fact that investment in concerns managed by the 
f.usTees i. scnethinj unhe,Uhy. If the concerns 

they yield proper dividends the trustees would be making only a suitable 
invLtment for the benefit of the charity. The majority have also recorn- 
mended the withdrawal of exemption where there is an accumulation of 
Income beyond 25', . I have already referred to the henefioml aspect of 
accumulation and the creation of really good and big institutions. 


222. Under the Bombay Public Trusts Act, ^ 

Dossesses the power of making an enquiry into the affaiis of a chanty 
trust and there have been cases where, with his consent, accumulations 
extending to a period of years have been allowed to be made for the pur- 
polrof carrying out really good schemes. Under that Act, there is a pro- 
vision for a compulsory audit of the charity accounts and the solut 
therefore lies in recommending a uniform legislation for charity Tii^ . 
for the whole of India. The suggestion now made by the majority that 
the audited accounts should be the basis for claim for exemption is not 
intelligible. It is not the audit of nccovnts that can secure exemption but 
Tally it is the set up of the charity trust itself as to whether it is entitled 
to exemption under the law of the land that matters. 

223 As regards the recommendation of the majority that where the 
property of a^charitable trust is being misused by the trustees or uUlised 
for^is personal benefit or for the benefit of his family, exemption should 
be deniS to the trust. As such, I can say that this is basically a wrong 
approach because the person required to be dealt with is the peison 
m^aging the affairs of the charity and for his misdeed there is no reason 
X the^chTritritself should suLr. If a trustee for a charity derives 
Tny undue benefit it is he who should be taxed for the equivalent of the 
Sanfage wS he secures from the trust and there should be no adverse 
effect left on the charity. The correct remedy is to take proceedings 
against the trustee and when any citizen can be a relator theie is no 
riason why the State through a charily commissioner or through the 
advocate graeral of a particular State should not take suuable action to 
set matters right. 

224. While reiterating my submission that the whole matter has been 
thought of without any opportunity being given to 

to rnake their comments and there is no evidence before, the Committee 
to justify the findings of the majority, I recommend that this suggestion 
be not accepted and the position relating to chanties be not at all dw- 
turbed The other remedy of suggesting a uniform legislation for chan- 
ties for the whole of India may he considered instead. 


Co-operative Societies. 

225. I would make a 
therefore, I recommend 
he granted only if the 
mutual body and such 


more fundamental approach to this ^natter and, 
that exemption to co-operative Societies should 
set-up of the Society answers the concept of a 
concession should eoctend only to the extent of 
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SeS"" “ 

Publication of Declared Income, Wealth, etc. 
having stated the two‘^viewT\hey^Mve^^ie/^^^ 

ment. So far as I am concerned I hLl t to Govern- 

for a publication all along. ’ ^ dissented from the suggestion 

of S m""rfty rs fi^a taJlU'/rM oteervations 

figures is already being followed*^ in names with assessee’s 

Sweden, though the IncomlTax law Sj that in 

tion, every citizen is required to dedare hil publica- 

registered under the National Reeistration T himself 

social security purposes and this fegfster is^onTn'fnf^ necessary for 
members of the public during snecififri j” inspection by 

are extracting this infS2o? from S 

persons with incomes for the mirnos? f publish lists of 

etc. The majority hav^a so stated th^nnfu advertisements, 

and Itlay, and they have also referred m fhf to Norway 

like to state in this behaff thaf no ma^ f? T ^ 

mittee at any stage to warrant Placed before the Corn- 

obtaining in the other countries. Mere notlT oTthe^nn%- Position 

to exist would be of no use and in tlo ni * position as explained 
provisions and sufficient indication of the^rn^^ °/ Proper statutory 
not be in a position to excels ani^lLt thereof, I would 

does or does not exist in any oneoAhese cmntrfJ^^^^n^ “ position 
on supposed legislation and suvnospd basing conclusions 

is a dangerous process. positions existing in other countries 

to income, we3tR,^^dc^,^wni°S^1ead^toTntm^ tig^res relating 

of a citizen and, according to them thp private affairs 

State is not the concern of the individl^d of taxes due to the 

nation as a whole. While I entirelv avrii f ’t concerns the 
Exchequer is a matter relating to he^S^ate thi^!i^"^ collection of the 
income and his own wealth is^ certainlv f mill disclosure of his own 
and his private affairs. Another reasoJnl S.e^ to him 

It an assessee has declared his income Ti?d®a««2io^^ majority is that 
reason at all why he should be afrdd of^«n.f ^s no . 

him. The objective of the majority is to find blackmailing ‘ 

by reports being given to Government 

I am rather feelinrve?^ 2d at thn published 

that this process will not entail blackmail taking a view 

purpose being served b^causf u question 

establish from hearsay and from thf> n ^ would be impossible to 
partmular assessee who 2s Closed na2C" blackmail^ that a 
wealth IS earning more or is worth mor2^ income and particular 

Commission 2liS22mLS^tSs"isJu2^^^^®'*f^^®^ Taxation Enquiry 

relaxation of the provisC of s2t on 2 of th?T’” 
accepting the proposition propped 2 ^"^t and while 

y that th,a principle cannot apply wift saSS“forTto‘theSSc 
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wealth, etc., declared by the assestiP^ , 

erroneous approach and an approach whJh ^ ® totally 

whatsoever. On the other hand it woi!iH cannot give any advantage 
add that the position obtaining difficulties. I may 

result of particular coS om® in 5 '’ther countries is the 

small and they have their ??picS se^Tp ^^‘^"tries 2e 

resp^t of those countries whic^ the basic data in 

established and as I have alreadv assumed has not been 

•behalf was placed before the Comm tte^"^’ Onp”h ^ evidence in this 
about the information being utilispH careful 

consideration the observations into 

sion, I would stress the issue tSt info?m^rc: Enquiry Commis- 

pletely discouraged if a healthv to be com- 

nlready observed that obtain. I hwe 

■checking tax evasion. On the ^olitmrv^it^ not at all prove useful in 
enquiry, undue harassment to ^ ^'’°nld open flood-gates of 

affairs of citizens and a con^plete 

fabric of the country to become the taraet n/ economic and social 
unscrupulous persons and blackmailers ^ ^ Mention at the hands of 

business and enter-J^-iseliailTan^ which his whole 

would throw out of qec^^ the wholffnT^ ^^ exposure before the public 
country and also hlvTus impart on thZT'' structure in the 

Such a position does not oMatn ircounfZ 7i as a whole. 
U.S.A., Canada, West GeZa^IijXpX^t; the 

230. 


' s;^?Ks:„Se?„T„;TS4° 


having any such vu 

^ ,,,v KJiA,! v;uujllT'l 

Publication of the names of assesseeg penalised 


Of income, wealth, exSSditur? gift or pSr''^T'’® the concealment 
I respectfully disagree with thiv be published. 

■should bi for cases wheTL n publication 

because mire inaUUty to lake S?eS 50-000 or more, 

should not result in an adverse position ior judicial authority 

m pursuing such matters haw f ^pL-f n taa^payer. Cost involved 

te^Tanrjf,flut!:i!sr2 'Hfk rS;^S7'£- 

observation, nnder this chap- 

duty „l2he <?ongSrto re2ovr„ew «fors to the, 

clients willing to take an unptbipa^i^oi° devised by attorneys for 

Government. Here I would filp fp of society and theirowS 

first-class controversy that^ensued when^P^ observations about the 
lepl avoidance as something unethical I ne^^lfn/ Roosevelt described 
I have stated in the opening portion of ‘rv,,, ^ x here all that 

to closing loopholes I havf nlrAiirixr comments on this chapter As 

interest/f the^lovement thafin the 

1? the taxing statutes and the arimlnilt^ desirable to complete- 

tlianflnnktate^ 
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1 need not once again stress the issue that the judiciary in this country 
has preserved a sense of values and maintained a very high level. 

233. I cannot conclude my comments on this Chapter relating to Tax 
Evasion without touching some additional important issues. It is a fact 
that during the War and during the post-War period a number of com- 
panies changed hands so far as the persons controlling such interests 
were concerned. Huge take-overs took place and it is a question whether 
the Department has taken all the action that was ncessary in the cases of 
persons who acquired such huge interests overnight. At the time such 
changes took place, the change in the shareholdings would be very 
apparent and would be quite noticeable. A full enquiry into the ques- 
tion of ownership of the tran.sferees of such shares would have revealed 
the correct position and would have enabled the Department to pin down 
1 esponsibility on the persons who acquired such controlling interests in 
respect of all the shares acquired for which identification of the persons 
other than the persons acquiring controlling interests was not possible. 
An examination of the relevant company records and a further followup 
of the enquiry would have enabled the Department to catch the evaders. 

There is a pertinent observation in the report on the organization of 
the Income-tax Department made by the then Board Member. At paee 
357, under paragraph 10.94, he stated as under: — 

An analysis of the cases referred to the Income-tax Investigation 
Commission and those that came up in response to the volun- 
tary disclosure scheme conclusively proves that actually the 
largest evasion took place in the charges manned by the 
elite of the Department .... On the other hand, there is far 
too much of a tendency to cover up inadequate effort under 
the convenient plea of shortage of staff or lack of ade- 
^ate training facilities as if both these factors are outside 
the control of the management of the Department.” 

234. Evasion cannot exist to a degree without there being corruption 
Ev^ion as well as corruption are equally condemnable but it cannot be 
said that corruption results because of evasion only. 

235. Conditions in our country at present moment are such that many 
people take it for granted that corruption is deep-rooted and has become 
part of the administration. There is a trend of thought that the evil is 
so spread and it is spread so wide and deep that it is barely noticeable. 
Corruption may also he partly due to increased opportunities for the 
exercise of influence which may or may not bring financial gain. A 
denial of the position that corruption exists would create in the minds 
of honest citizens a sense of complete disappointment and despair. 

236. While one may not make an attempt to apportion blame to the 
taxpayer or the administration any may not think in terms of harping 
the question of evasion or that of corruption, the fact remains that both 
the evils require to be dealt with and dealt with severely. It should be 
the endeavour of all to contribute in routing out the evils, be it the State^ 
be it the citizen. It is for honest elements in society to assert themselves 
and to bring a sense of introducing ethics in business and to ostracize 
the evader and the corrupt official. It is for the members of the learned 
professions to contribute their utmost in this behalf. But it is the State 
which can contribute the maximum by encouraging honest taxpayers 
by encouraging professional men of integrity and by giving no quarter to 
the evaders and to unscrupulous persons. Every country faces situations 
like these and there is no reason why in our country, with a determined 
effort and with the willing co-operation of all concerned, the objective 
should not he achieved. 



CHAPTER VIll 

ADMINISTRATIVE ORGANIZATION 

General Observations. 

^^7* question of public criticism and its effect on the 

moral of the personnel of the Department, I would say that a loval Jdmi 
mstrator owes a debt to the State to discharge his without fear 

reason why the administrator should shirk respon- 
sibility and avoid taking decisions. If a situation like this does exist, I 
can attribute it more to the interference by higher authorities. If tlFit 
imerference IS not there and the discretion and independence of the 
nel^fon i difficult position may not arise. In this con- 

^et nTnf fh T detailed observations while discussing the 

set-up of the Inspecting Assistant Commissioners. ^ 

nr il pertinent to observe that loose and umvarranted criticism 

oj trie learned professions creates a sense of utter dismay and if that be 
^f^'^'>^d^'>'stand the fear of honest assessees who are 

® r class, i.e. the business- 

community is liable to be called as a collection of evaders. 


Separate Board for direct taxes. 


239. I should like to comment on the recommendation in this behalf 
from a different angle. As I have already indicated elsewhere matters 
like these, which have never been referred to for a specific discussion in 
the questionnaire or mentioned to the witnesses, should not be decided 
Without the necessary material being collected and examined. For this 
particukr matter, the views of all concerned in the administrative set up 
at the Centre are very material for consideration. The question of finan- 
cial implications also requires to be examined. 1 would, therefore, saw 
hhat a fincil decision can be taken only after such views are ascertained 
and examined and the financial implications are also weighed. As a 
^neral issue, it would be correct to think in terms of having a separate 
Direct Taxes Board to ensure homogenity and 'better working In any 
event, a final view can only be expressed on the basis of full data and 
after taking into consideration the financial implications. 


Appellate Commissioners. 

240. I should like to make additional observations regarding fhf>. 
creation of these posts. There is a view held that the institution of such. 
Appellate Commissioners is not necessary. On a proper consideration T 
am not able to visualize the type of work which these Commissioners 
would do. It should not result in such Commissioners dilutina the 
healthy set-up of the bifurcation of the Executive and the Judicial fane 
tiom. I would, therefore, recommend that these aspects may be examined 
and such posts of Appellate Commissioners may be created only if the ! t i 
lity value is shown and the set-up is such that they also function under 
the Law Ministry. If the idea is to secure a proper set-up, the objective 
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could be achieved by having the link of the Appellate Assistant Commi 9 » 
sioners with the Law Ministry through the Appelate Tribunal, 

Inspecting Assistant Commissioners. 

241. I have already made some general comments with regard to the 
Inspecting Assistant Commissioners while discussing the general question 
of Group Assistant Commissioners’ charges in my comments relating to 
the Tax Evasion chapter. Very strong feelings are held by all classes of 
taxpayers about the undue interference caused by a good number of such 
Inspecting Assistant Commissioners. There have been instances where 
they have actually dominated over the assessing Income-tax Officers. In 
one particular case, the matter assumed such significance that proceedings 
were taken against an innocent Income-tax Officer although the real fault 
could be attributed to the Inspecting Assistant Commissioner. The result 
was that the official lost all chances of his promotion and though he was 
fully and very honourably exonerated later on, his career was marred. 
There are a number of instances where instructions are given verbally 
and the Income-tax OfflcerSy unless they possess full independence to 
insist on such instructions being given in writing, may submit to such 
verbal instructions entailing all incidental results. 

242. While speaking on the Income-tax and Business Profits Tax 
Amendment in the Constituent Assembly in 1948, Pandit Thakur Das 
Bhargava observed as under: — 

“There is the Income-tax Officer and above him is the Inspecting 
Assistant Commissioner and then there is the Commissioner. 
What is this Inspecting Assistant Commissioner? You fully 
know it — I need not describe, but I once described him in 
this House an invisible ghost he never appears before the 
assessee, the assessee never appears before him. He directs 
the Income-tax Officer to assess the man in the absence of the 
assessee and he pulls the wire from behind and manages the 
whole thing. The papers will go above with his recom- 
mendation. He is already more than satisfied for, in fact, 
he may have initiated the move or been its efficient cause. 
Suppose the reasons are not given, will anybody care to go 
into the question? Will the Honourable the Finance Minis- 
ter be able to go into the question whether the reasons are 
good or bad. And suppose he gives the certificate as a matter 
of routine as such certificates are always given? First of 
ah, the matters are discussed at high level with the Commis- 
sioner and then the report goes saying, “For reasons record- 
ed I arn satisfied He does not give any reasons. 
Where is the safeguard? Will anybody care to look into it*^ 
Will any judicial officer look into it? Afterall, we know that 
^ildren, nations and departments have very little conscience. 
Therefore, as routine work this certificate of satisfaction will 
be given as a matter of course and it will not be a proper 
safeguard. • ^ ^ 

The whole scheme oj the Act seems to he that the honest assessee 
should be protected but in practice he will not he protected. 
m fact, I am not satisfied with the report of the Investigation 
Commission when they state that though they have sympathy 
with the honest assessee, yet the fact that escape of income 
IS there whether honest or dishonest and therefore they 
must proceed against the honest assessee also in the same 
way. I differ from the Commission that in case it is 



than wha/°S*^ shoul?^havr^in ^fa- charged more 
the refund should imt be allowed Tr , ‘charged, 
to understand why the refund u ^ 

is no tax evasi^Ynd a ™n ^ When there 

look at the question fron^ th^fisea^^ 

the human point of view nf Pomt of view, and not 

is .a.e„ 

"“"copy™, s^pS ?„ z ir i '"f » 

available to every^assefsc^e ^Thn which may be 

also easily take notf of such Authority can 

sanction and authorise the issue nf f words 

respect „t individulf ZseSes to Z tal'elaZ oT " 

wnZ/r tZseTLZ" o';' 

their eilstcncrSrth??ppenate aZ ^ »' 

come to know about them!^^ Authority also may never 

The most fundamental cannon of in^fiVci ic 

?actaZ'£„Zral'E“? 
fSurn'i'afir bicKzi £s 2“-' S 

sometimes favour the assessee ^ instructions 

’* “'wTo TheZe'trSZ t'L" •“ i-™- 

■who unfair to the Income-tax Off^er 

iome o^er^^T his intellect moTtgagld to 

^ r In cases when he does not aaree 'inith 

2! his superior officer he has to nerW 

find Z “ Wack and white. It is stoJirpevoTtS to 

find that the assessee is not brought face to face with^fliA 
Inspecting Assistant Commissioner and he is not afforded 
opportunity to explain circumstances which wefgh against 
him m the mind of the Inspecting Assistant 
or some higher officer. One^s sen! of falrLv^f^^ 

IS not satisfied when one has to countenance a state of Sino= 
m which orders can be passed without hearing the person 


550 


against whom these orders are made in secret and behind 
his back. Many cornplaints are made by unknown people 
against the assessees and enquiries ar^ also made w thout 
the assessee knowing anything about them. If the assessee 
is not told about these and the higher officials or Assistant 
Inspecting Commissioners get impressions about particular 
assessees" without giving the assesses any chance ot 
removing them nothing but injustice may result^ in many 
cases. It is, therefore, in my opinion absolutely necessary 
to create confidence among the people that it should be ruled 
' that no order to the detriment of any assessee should be 

passed as a result of instructions or otherwise by the higher 
officers unless they are pleased to hear the assessee and no 
Income-tax Officer should give effec’t to any such secret 
instruction unless he affords an opportunity to the assessee 
to hear what he has to say. In proper cases he can take 
the statements of the assessee and send the same to the 
' higher officials for consideration. The assessee cannot even 

urge in appeal anything against such secret instruction as he 
is not supposed to be apprised of them. This kind of ghost 
assessment is not only unjustifiable and annoying but is 
extremely unjust and should not be countenanced. There- 
( fore, the rule should be changed and it must be insisted that 

' the assessee is apprised of such instructions and is heard 

' about them.” 

243. It is of paramount importance that the independence and judg- 
ment of an Assessing Officer should not in any way be fettered. As I 
have already stated elsewhere, there should be no objection to his getting 
the necessary guidance in matters where he finds a difficulty. But the 
initiative must come from him. I have advocated a proper functioning 
of the Inspection Branch which should be completely detached from the 
administrative set-up. The inspection work should be carried out fully 
and it is in the context of such inspections and the enquiries made that 
a proper check on the work of the officer would be exercised. The Com- 
missioner may call for cases at random but the purpose should be to give 
a sort of corrective guidance and the attempt by the Assistant Commis- 
sioner or the Commissioner should not be of such a nature that the 
fundamentals relating to the assessment matters are actually regulated 
by them or under their instructions. In the light of these observations, 
I strongly recommend that the inspection and administration work should 
be made separate and the administration work, including the guidance 
and supervision by random check should be exercised by the Commis- 
sioner and a limited number of Administrative Assistant Commissioners^ 

244. As regards the question of assessments being made by Assistant 
Commissioners, I have already offered my observations while discussing 
the Group Assistant Commissioners’ charges in my comments relating to 
the Tax Evasion chapter. 

Authority and facility for survey work, etc. 

245. I invite attention to my detailed observation regarding the func- 
tions of Inspectors in my comments on the Tax Evasion chapter, the 
scope of their work and the administrative sanction which they should 
derive, f am of the clear view that Inspectors should not have any 
statutory status or powers. 
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Prevention of malpractices. , 

246, The majority have indicated certain figures about complaints of 
•corruption, etc., and have observed that figures of unjustified and baseless 
•complaints cannot give a correct picture of the extent of corruption. One 
should not forget that when the citizens deal with questions relating )to 
.authorities and persons in power, there are inherent dilficulties in the 
suggestions ivhicli they might make. I would, therefore, invite attention 
to the general observations made in connection with the relevant matters 
which I have indicated in my comments relating to Tax Evasion chapter. 
[ also invite attention to my observations relating to this subject in 
respect of the causes and remedies. 

Representation of Assessees. 

247. The relevant chapter has been so headed as to describe all 
representatives as tax experts. This is hardly correct. The word ‘‘Tax 
Expert’^ can never be expected to be used by members belonging to the 
profession of law and accountancy. It is only persons other than those 
belonging to these professions who style themselves as either Income Tax 
Practitioners, or as Incomte-tax Consultants or as Income-tax Experts. 
In the approch that the majority have made to this question, they have 
assumed that the right of Lawyers and Chartered Accountants to \andle 
assessment work and j or appear before taxing authorities, is something 
hestowed upon the respective professions by the Department. Laxvyers 
and Chartered Accountants have a definite place in the economic and 
social structure of the country and it is because of this place which they 
occupy and because of the fundamental rights which they have enjoyed 
for years and years together and which are now fully secured by the 
Constitution, that they are entitled to attend to and have a right of repre-- 
sentation for tax matters. Whatever may be the position relating to 
persons who may hereafter be recognised for income-tax practice, with- 
out the necessary qualifications, even the existing Income-tax Practi- 
tioners enjoy certain rights which cannot be taken away by a stroke of 
the pen. Therefore, in my humble view, the whole basis on which the 
matter has been considered by the majority is not sound. 


Question of registration of authorised representatives. 

248. The majority have recommended that the admission of the 
various classess of ‘professional experts’ to tax practice should be regulat- 
ed by system of registration with the Department. I am totally opposed 
to this suggestion. Practically, all witnesses who appeared before the 
Committee have opposed this idea and particularly so, so far as Lawyers 
and Chartered Accountants are concerned. Eminent Lawyers and some 
Members of the Parliament have also stated that it is not desirable to 
have registration for members belonging to these two professions. I 
have already indicated my view that I do not accept the proposition thort 
members of the two professions attend to and appear for tax matters 
because of something bestowed by the Department upon them. Their 
right is an inherent one and as I have stated above, they have a definite 
place in the economic and social structure of the country and as such 
they claim and are entitled to these privileges. A perusal of the regula- 
tions made under the Chartered Accountants’ Act will show that tax 
matters are specifically mentioned while enumerating the functions of 
Chartered Accountants. The relevant regulation, viz., Regulation No. 78 
is reproduced below for a ready reference: — 
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“78. Other functions of Chartered Accountants— Without prejudice 
the discretion vested in the Council in this behalf a 
Chartered Accountant may act as liquidator, trustee, execu- 
or, administrator, arbitrator, receiver, adviser or as repre- 

tak^ur-i?^ financial and taxation matter or may 

teke 1 ^ an appointment that may be made by Central or 
State Governments and Courts of Law or any Legal Autho- 

hp%CT° Secretary in his professional capacity not 

being an employment on a salary-cum-full time basis.” 

tion on absolutely differenT^premiL?'^7hoTld”^ regulation or registra- 
Moreover, there are different ^ cannot arise, 

the U.S.A. and for Australfa ^ different States, both in 

even for the profession of Accountancy’ in AusSif^T?! ^“^^ds 
correct to base somethincr nn tv,o ■^'•’®jr^lia. It is therefore not 

which is not comparable ^nd other countries 

stood in a proper perspective Our analysed and under- 
based upon thV laws S nrocedwL ^M^^ procedures are more 

where tL entiL iurislction is obtaining m the United Kingdom 
country there are ^comSet b "^^P^'^^ive professions. In our 

for the legal profess^n A profession of Accountancy and 

several bodies which obtain in basis of separate and 

rent context, should not be taken as tlie'bas'i^T^^^^^ ^ 

so far as our country is concerned ^ ^ the position 

menfwhfch^Lf the'^tSfauthShv^to^ the Depart- 

pared, but there is no need of instifi tb^> luay have a list pre- 

Lawyers and Chartered Accounting ^ registration of 

Disciplinary Jurisdiction. 

the^majority^iTC S' appl-Sed ‘J^^stion, 

sions I supplied to the Members nf iho position. During discus- 

Committee copis of rwi 5® Committee and to the office of the 



and the observations made by the Income-tax Investigation Commission 
are not at all justified. Twenty-one cases were inquired into by the Dis- 
ciplinary Committee and submitted to the Council which, in turl submi- 
ted the papers including the findings to the respective High CoiX It 
IS significant to note that 13 out o/ these cases were cornXnts lrMor- 
mation by non-Government agencies, and eight complaints were either 
by the Central Government or State Government of which there was Ze 
solitary case relating to the Income-tax matter. I rrlay pertinently obserZ 
that the findings given by the Council were sustained by the HiZ Courts 

'incoZZZ^caZZhlrl^th'^r^^ ^-7/ solitan; matter relating to the 
u 1% f where the Council found the Member guilty but it was 

Central Government or a Department of the Central Government and 

to no?-%h^t to is significant 

High CouS of the Council were upheld by the respective 


253. It Will appear from the above analysis that the Council has taken 
an appropriate view in each and every case and such decisions of the' 
Council have been invariably upheld by the respective High Courts. 


254. I may also mention that the Council from the very beginnin^J has 
been very particular about maintaining the highest ethical standards and 
Its attitude has been more towards strictness than towards leniency as 
can be seen from each and every case reported upon in this volume 'and 
the judgments given by the various High Courts. 


255. With this background of the matter, it is rather disappointing to 
find that there should be loose criticism — criticism which is not at all 
warranted. 


i 


256. I can, naturally, therefore, not support the proposition of the 
niajority that it is necessary to have some measure of control over all 
classes of tax representatives. And obviously the majority think in terms 
of a control over Lawyers and Chartered Accountants as well. So far as 
the legal profession is concerned, although I cannot claim personal know- 
ledge, 1 can certainly say that standards have been preserved at a high 
level and although moral standards throughout the world have deterio- 
rated and their impact has been seen in our country in all spheres, the 
lact remains that it is because of the judiciary in this country, its inde- 
pen ence and integrity that we have been able to maintain high values 
so lar as justice is concerned. As to chartered Accountants I have given 
of the exercise of disciplinary jurisdiction which 
Z^w.pietely establishes the position about the most proper exercise thereof 
oy the Council. ^ 


Association of Departmental representatives in disciplinary enquiries. 

257. Quoting the analogy of the position obtaining under the Chartered 
Accountants Act, the majority have recommended that the standing 
Counsel of tl^ Department should be coopted as a member of the Bar 
council for disciplinary inquiries against members of the legal profession. 

consideration of the matter, I have come to the conclusion 
inat this suggestion is not practicable, nor is it justified. Members of the 
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legal profession can be dealt with only by Courts of Law and it is a 
•question whether the respective Bar Councils or bodies having discipli- 
nary control for the members of the legal profession would at all welcome 
the idea. The peculiar position obtaining under the Chartered Accoun- 
tants Act has a historical background, in the Bill that was introduced 
in the Parliament, clause 20 differentiated between income-tax cases and 
non-income-tax cases and it was then suggested that enquiry relating 
to income-tax. cases should be conducted only by Government. Strong 
opposition was voiced by the members of the profession and on a num- 
ber of occasions 1 had personal discussions with the then Finance Minis- 
ter and the then Commerce Minister. It was only as a result of a pro- 
longed discussion with the Honourable Finance Minister that I was able 
to impress upon him the need for doing away with such differential 
clause in the Act and ultimately he appreciated the view which I was 
propounding and the result was that the position for the Accountancy 
profession also was put on par with that of the legal profession As a 
matter of assurance and satisfaction to the Central Board of Revenue 
a gesture was made for including a member nominated by Government 
in the Disciplinary Committee. But I must point out the other back- 
ground relating to the matter as well. The Accountancy Expert Com- 
mittee had made a positive recommendation to the effect 'that the nomi- 
should, in course of time, disappear and an assurance to 
that effect also emanated from the proceedings of the then Indian Accoun- 
tancy Board. It was but to be expected that in course of time the nomi- 
'^atc-d element would disappear. But things have taken a different shap- 
m the general set up of the country it.self and various institutions work- 
ing^ ni it. It has been thought fit to impose restrictions and to have a 
son of a further control’ over autonomous bodies. Under the last amend- 
ment to the Chartered Accountants’ Act, the number of nominated mem- 
-rf/ e by one. This addition may possibly have a 

effec‘ThTf°i/^^ which the majority have made to the 

ettecL that It must be the representative of the Central Board of Revenue 
who shou.d be on the Disciplinary Committee, and none other. Pre- 
viously when the Institute of Chartered Accountants of India was attach- 
■ed to the Ministry of Finance, there was apparently no difficulty But 
fr transfer to the Ministry of Commerce, a view possibly appears 

wiff make'th.'"’'"" 'h" Commerce MinCtrf thC? 

n r nomination. Thus it is more a departmental question or 

do thTTJil relations of one Ministry with another. I 

rho i ^ matters can be resolved by an understandinq between 
the Mzmstr^e.s and there should be no reason for an outside agen^ or 

iL n rnatters. Having saiPthis I 

’mnifp advocate that Government should re-examine the whole 

and do ativ'wHh IZT the number of nominated members 

oiiestionTf LnS C time and the 

LZCreioZsTdefed. Disciplinary Committee also 

^ alieady indicated my different view regarding the sug- 

BodieC of the^two^Droff.«?^* ^.^^'ngs by the respective Disciplina^ 

tax Apellate Tihbm?il 7 ? President of the Income- 

rio -i -r hP ii unal. 1 hold the view that such a vrocedure is not 
de,„ul,le and mauara must go to the respective mgh cfunr^l^ 

Automatic Disqualification. 

®"^«rse the view that professional people who are 
convicted and who are penalised for evasion of taxes, should be dealt 
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U^ith strictly, tJiB QucstioTi of axitOTfiatic TBTnovnl tphiiWoo n 

7;Si tom Si: “isr ss 

those not involving moral turvitude^aho turpitude and 

dealt with separafel^ J the?lfofe tel tZ in Zt 

straight jacket scheme for reZa’l the ^ ^ suggesting a 

such matters treated as breach for the nZZn 

hands of the respective disciptarZbSL thTTnV^ 
nounced after nitration of tho ' ^ hies, the final verdict being pro- 
ajter pLtration of the necessary material by the High Courts. 

260. The majority have observed that it was represented to tbp Com 

Ss^^The maiS5?%^ve”? LawyZs anrChartered Actin- 

shonM^eto^'Tt In rlort^ng ?o\aTLSon 

“ed to professional ethics and therhave 

of PW+i ^ A statement issued by the Council of the I^titute 

fcZtZt tZZZor f " « professlnZtm 

asselsS in retorfZn fZ ^ ^ Professions, instigation or aiding of an 

^ to tax evasion is absolutely unethical and ^tronae^t 

possible mew has been and would be taken by the respective aSZ7ues 
on complaints being made in that behalf. 1 also do not feel oiiito 

Tbo 3 t f- ^ !u Lawyers and Chartered Accountants 

indication thTt ?he Kingdom would give an 

bring fn a setftemm'f'hv"/*‘1ri'”*1 ™ P“' matters right and 

everyone to see that i disclosure. It must be the endeavour of 
achi JiS wltbont ^ ^^®3ner atmosphere obtains and this cannot be 
allowing a voluntary admission of the escape of income 

fiin amo3'’?f'f^^ of making good of loss to the State by paying the 
L?bi i starting with a clean slate. There is no reason 

handle th?Ssrofa^^^" the purposes of direct taxation should not 
miobf Kp assessee who wants to put matters right and there 

United Kim^nm disclosed to him. As to the precedent of the 

of c^es^ZofesTi’nnZZZ Personal experience that in a number 

of the asZssees an I activities 

handle 7Zr ZJ such activities have refused to 

taken rfop pprir ® our country. I wish my learned colleagues had 

connection Tnthf ^ this 

attention to my observations relating to the discinli- 

the Council of the Inatitute of Charteled 

tS Ldlnea of ‘l’ ?>■>'««% ^ch and every caae 

Kf tbp r™ Committee of the Council were sustained 

pj OpII ^^^P^^tive High Courts. In this light I would say that my le^. 

p?ofSS?n India “ ^ members of the two learned 

Cost of Representation. * 

yet anoper peculiar finding by the majority to the 
effect ttuit at times the fees charged by the tax experts in igari to 
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assessees m the small income group are as much as and some times 
even more than the tax leviable on their clients. I do not know of any 
basic data on which such a finding could be based. In any event no 
evidence has been placed before the Committee at any stage as to war- 
rant such a finding. There is another observation by the maiority to 
the effect that a portion of the fees is borne by the Revenue This to 
my mind, is not a correct approach. In many cases the recovery bv ’the 
State would be much more than the savings that could be effected in 
the case of the payer. 

charged by authorised representatives was 
discussed fully by the Committee. I would, therefore, like to state the 
clearly. ^ recommendation relating to the formulation 
/ree aduice to be made available to assessees would be 

TJltrSiVfhefel'^ at the regulation and 

otS the f professional people would result in driving 

oio first-rate talent from practice or, in the alternative, introduce an 

ftanc^re%rTt^^fJ^h ^}ase who loould in such circum- 

stance resort to cash methods instead of receiving the fees officiallv 

Tf aharge fees are capable of charging them because 

full intZritn !jcro clients and it is they who with their 

twj 1 *aa--ation to the fullest extent. I have made 

ma«er thl'^onsfHon^lf^'M k" important 

artificial^remdaf inn f correctly stated, and I would add that an 
rPQi.it ^r, ^^suiation of fees or their allowance for tax purposes would 

who^Vmild^nr'i^o^'"^' encouragment to intermediaries 

Stteri f J b.f overall- consideration of these 

Sant tn ^ t)f paramount importance is whether we 

i^?o e^teSSa'ctc'^'f professional man‘ or we want to bring 

tfe feS X^'jendencyT Offices" iSavISg 

that there would be a los.; r appears to be 

would have b°en trainni nn * services of Officers who 

have also suggested tbS rn 
the n>a,.er^“„T“k.?h;rpT^^^^^ 

in SpJioTSjIT 'ff ‘h ‘>ut a positian tohich result, 

do not !SZ C^ei,X,mJS ^lr‘^''l“i ’’"V curbed, I 

ad. It is for GoTCriSntTp?^ private firms as such could be prevent- 
in such a way that persons IpI the terms and conditions of service 
Department would bl nut tf I'”/ Department or retiring from the 

ment in concerns wL^p M disadvantage if they accepted employ- 
The recommendation in tbic themselves were handling, 

the decision relating to fba should again be in conformity with 

officials who leave^the Denarr^^*’*^ practice by retired officials er by 
say definitely that everv offipp^"?^”^- retirement, and one cannot 

the Department woS be iolniSfr'"^ the Department or retiring from 
was handling or that he I ^ a private firm whose assessment he 

behaviour v4ich h? adoS^ln^^ getting an employment because of the 
he was an official SuclT an an ''^tth particular assessees when 

honest officials of the D^epanSf”®^ reflection on 

uepartment. Apart from thi§ aspect, one should 


aiso remember that there are a number of cases where the best of talent 
IS drawn away from private service into Government service and the 
reverse of the position visualised by the majority is also material for 
consideration. I would therefore say that on a proper analysis of the 
matter the issue is not one in respect of which a generalisation is possi- 
ble and, in any event, It is not quite correct to think in terms of present- 
mg employment as visualised by the majority. 

263. I cannot conclude my observations relating to this chapter with^ 
out mentioning the fact that it is the correct appreciation of vahies which 
tee so badly want in our country. It is very essential that the place which 
the professions occupy in the country should stand fully acknowledged 
and that unwarranted and baseless suggestions should not be made 
against them, I have given a full analysis of the position as I view it 
and I do hope that Government^ when taking decisions in respect of these 
matters^ will give full consideration to the various issues analysed by 


Chapter IX 
PUBLIC RELATIONS 

264. The approach to the question of public relations should be a 
fundamental one and it should be an approach of actual practice and not 
of precept only. The whole lay-out of the taxing statutes, their admi- 
nistration, the contents, the provisions 'governing all the direct taxes and 
tlie procedures laid down should be such that they should speak loudly 
about the public relations and nurse and foster public relations instead of 
hindering them. 

265. While discussing the various chapters I have made relevant com- 
ments. But I should like to lay emphasis on the fact that I have readily 
agreed to the provisions for dealing with departmental officers to be so 
drafted as to leave the initiative and action in the hands of the Central 

Revenue itself. The laws of the other countries viz., U.S.A 
and the U.K. contain specific provisions for dealing with acts of deiin- 
quent, corrupt or harassing tax officials at any level. But 4n making the 
recommendation the Committee as a whole thought it fit to leave this 
initiative and discretion in the hands of the Central Board of Revenue 
Itself because, as I understand matters, this approach was vitally neces- 
sary in the interest of nursing and fostering public relations and for that 
purpose the gesture from the taxpayer of this nature should be there. 
lam not quite happy about the approach made by the majority in making 
their recommendation and drawing their conclusions relating to the 
learned professions, viz., the profession of law and profession of Accoun- 
tancy I have made my detailed comments under the Administration 
Chapter m this behalf. Similarly while full attention has been bestow- 
ed upon the question of evasion and tackling, and rightly so, a similar 
consideration in respect of the administration is not made with that 
degree of force. It is quite apparent that persons in power are in a much 
better position and it is the citizens who require to be protected This 
aspect requires to be loudly stated and it is particularly so for the 'honest 
ta^ayer. I cannot do better justice to this matter than quote two Ex- 
Ministers of the Government of India. In so doing I shall be reproducing 
a part of the discussions also that took place in the Parliament. 

266. The Honourable Shri T. T. Krishnamachari observed as under;-- • 

I wish today to touch on one or two aspects of the financial admi- 
nistration of this country, namely the question of adminis- 
tration of the Income-tax department, the problem of prices 
and inflation. There is a third matter on which I would 
/t there is time, namely the provisions of clause 
4(d) ol the Finance Bill on which subject a lot of promises 
were made last year about this time in this House— promises 
which in the usual way, have not been implemented even 
to a degree. 

On this question of Income-tax administration I must sav that 
while many Me bers of this House and I in common with 
them feel that the administration should be tightened up 
so as to avoid evasion by the bigger people, I do not share 
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erne of outlook in ““WoraUe dUfer- 

a country like the United KinaHn^^ administration between 
In the United Kingdom f ^ 

which is more or less rewarded ^ 

country that though the scalp nf happens in that 

does not leaveS the case of i.r J 

haps more than 6 pence in thf surplus of per- 

itafa/fg'i'rrn'^dTtoTl^^ Pf 

=‘torPE Ef 

Sio“ sSerL‘'^?„ir„L~ PIPrr 
ps-kS ;ss iToSsr:£~f 

hnnd my experience hoe been thet ihe Zien e^selfZ 

rS^;t™d“d ",or°“4^ 9'“S. todol 

i’orKaTtir P “ 

vear?i„ nav ‘''°. three or foS 

b '“ “hf £ “d' 

honeSl^madP ,S f encourage people to submit returns 
nonestiy made up and to encourage officials to heln fViPcp 

^r°^h^e Cn^ afraid it will become increasingly difficult 
.or the Government to administer this tax department For 

the men“ with S? yt"!!! taxe/l do not think 

paJ^a.^nJir^iSS ‘° 

Again, there is another matter of the same nature in whicli 
assessees are harassed. A partnership might be recog^Sd 
mem^rci^nr”^^^ might be liable in certain matters for^being 

rre^emhP^/pf’^ T they 

HHpf t ^ } partnership firm, but the income-tax autho- 

thpv ^ totally different law for themselves. Often 

they refuse to recognize the firms; they refuse to register 

te'Sani’oU o7?a 7°''®'' I*"' »' ‘ha PaSrs 

transactions towards the public and busi- 

• s institutions remain, the income tax people refuse to 

on assessing one of the partners 

as an individual arbitrarily. 

to light the other day. I heard that the 
finance Department sent a notification that they proposed 
to amend the form of return so as to include a provision for 
assessees to disclose their non-taxable incomes. After the 
issue of that notification, the Income-tax Administration in 
one circle at any rate issued a circular to their assessing 


m 

bfficers that all credits to the account of the assessee must hi 
taxed as income and the assessee must be left to go to a 
cwrt of appeal and get a redress, if necessary. It may be 
that I am not able to produce the circular but I have been 
assured on very good authority that that circular has been 
issued. What happens? It happens that the Appellate 
Assistant Commissioner ... ^ 

THE MINISTER OF STATE FOR FINANCE (SHRI TYAGI): 

Can the Hon. Member give the approximate date? 

t ^on. friend Mr. Tyagi is new 

to the Department. If it is possible for us to get the date and the circular, 
I would exhibit it, but it is rather difficult. . 

♦ 

SHRI TYAGI: Did it happen 2 or 3 months ago? 

SHRI T. r. KRISHNAMACHARI: I have been told about it on 
very good authority and my hon. friend must rest content 
t(iere. It he does not beheve me, it is my misfortune. 

What happens is that thereafter the matter has to go to the Appel- 
late Assistant Commissioner. Today as things stand it 
taxes about a year before the Appellate Assistant Commis- 
sioner can decide and in nine cases out of ten, the Appellate 
Commissioner decides against the assessee. In the one case 
that he decides in favour of the assessee, the Department 
appeals to the Tribunal. The Tribunal takes ab^out two 
years to dispose of matters, as the pendency is today. As 
m matters of law, similar to the one I mentioned either in 
the case of joint family or in the case of non-recognition of 
a partnership firm or otherwise, the question will go to the 
Iigh Court and then to the Supreme Court by reason of the 
provisions of the Constitutioin. It happens in the case of 
a person who is affected, he has got to wait probably 6 or 7 
years, before the assessment is finalised spent large sums of 
money and pay lawyers and that is his reward for being 
honest I might also state in this connection that an audited 
account has absolutely no value in the eyes of the Income- 
tax Department. I remember on one occasion a high oMcer 
of the Income-tax Department while comsidering the provi- 
“ Rdl /or regulating the profession of auditors said 
that he cannot recognize their association because he said 
mat he will not recognize an association of shopkeepers as 
having any particular status. That is the attUude of the 
Department to audited accounts. Tliat is what I would^ like 
to say briefly to the Hon. Finance Minister and if he wants 
people to be honest, then I say the honest people 
must be nursed and unless the outlook of the Income-tax 
Depaitment radically changes, the category of honest 
^ssessees would undoubtedly become less and less because 

267. The Honourable Shri K. C. Neogy, while speaking on the Income- 
tax and Business Profits Tax (Amendment) Bill in 19& Observed that 
Income-tax was the most unpopular form of taxation all the world over 
He remembered to have read in a book by that weR-klwn TcoL-U^^ 
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expert Prof Seligman that in his experience people who would never 
be considered capable of telling a lie would unhesitatingly put down 
their signature to a false income-tax return. Therefore, tax evLion was 
not peculiar to this country It was an evil that prevailed all over the 
world in larger or lesser degree. He staled that we had better look 

haUoeen the Department and 

^ matter, it is one of a responsive co-operation and 

the initiative may as well come from the citizens though it is they who 
require to he protected. Actually, the honest taxpayer does all that he 
(.an to nurse an atmosphere of mutual co-operation and trust. But it 
IS he alone who suffers and he alone can voice in strong terms his feel- 
ings. It IS the evader, on the other hand, who would he very meek and 
would try to get out of the situation by apparently looking' submissivl 

It is my personal experience that we have the best of people in the 
Income-tax administrative service. It is all a question of how on° 
approaches the matter; if the attitude of the taxpayer is one of giving 
the fullest co-operation and submitting the fulle.s't particulars to the 
Department, I believe the Department cannot but come out with respon- 
But there are over-enthus-astic officers as well who 
rnight at times step the bounds of reasonableness and create difficult 
situations Amongst the assessse class also there are citizens who have 
discharged their dues fully and very honestly. There are citizens who 
continuously evade taxes. Among the learned professions on ^who^^ 

Set? ffifeaHH TV, m majority have exhibited com- 

S I v,^?Tvf everywhere and for the misdeeds 

01 a tew, to label the whole community as bad, is not desirable 
haiw come to such a position in our country that one should take' stock 
oj the situation in a very dispassionate way. and without allowina feel- 
ings or senUments to have a sway, if we all think in terms of contri- 
ntlf^T f nursing methods of integrity and clean practices in 

U spheres we shall certainly he able to create a better atmosphere It 

reproach if he happens to he the adminis- 
po^er and it is also not true to say that the taxpayer or a 
TP section thereof, as a class, is hod and wantina in social heha- 

® curtain which requires to be torn off and 

correct values require to he reflected. It is only by doina this that we 
snail have achieved a cleaner atmosphere not only for the far adminis- 
tration and collection, hut for tha country ns a whole. 

' ' Submitted at the time of 

signing the Report, 


The 25 th November, 1959 . 


G, P. KAPADIA, 


Note.— -Appendices to the Memorandum of Dissent, Comments and 
■Kocommendatioins by Shri G. P. Kapadia have not been printed. 
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